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Dear Investors,

Thank you for your investment in the REIT. Fundamentals in the
multifamily sector remained strong in 2012, despite overall slow
growth in the U.S. economy, and we are pleased to report that the
REIT had very solid performance for the year. All of our key operating
bernichmarks were up significantly in 2012,

At the end of 2012, the REI'T’s portfolio consisted of investments in 51
multifamily communities, including equity investments in 36 operating
properties and 11 development properties, and debt investments in
four development properties. Combined, these investments represent
13,803 rental units. During 2012, the REIT acquired two stabilized
rultifamily communities, committed to eight development properties,
and sold a stabilized multifamily commumity.

Operating performance improvements continue in 2012
With the quality and location of our assets, and help from the
favorable environment in the U.S. multifamily sector, the REIT
achieved strong operating results in 2012. Occupancy rose to 94% at
the end of 2012 from 93% at the end of 2011 while at the same time
sur average resident paid us $1,596 per month, $72 or 4.7% more
than in 2011. Total rental revenues grew approximately 20% from
$159.5 million in 2011 to $191.5 million in 2012. About 30% of that
revenue growth was froim the 22 stabilized communities owned in
both 2011 and 2012, with the remainder coming from acquisitions
made during 2012 and communities that transitioned from lease up
to stabilization during 2011,

Net operating income, or rental revenue less property operating
expenses, real estate taxes, and property management fees, increased
approximately 28% from $90.0 million in 2011 to $115.4 million

in 2012, with a little over a third of that gain from the 22 stabilized
communities owned during both periods. Modified funds from
operations (MFFO) grew by 20% —from $34.2 million in 2011
compared with $41.0 million in 2012. On a quarterly basis, MFFO in
the fourth quarter of 2012 grew to $12.4 million, or $0.08 per share.
For complete definitions of net operating income and modified funds
from operations, and reconciliations to GAAP, please refer to the Form
8-K filed on March 15, 2013, and the Form 10-K contained herein.

Development and loan portfolios continue to expand

Our development portfolio has expanded during 2012 and, as of
December 31,2012, is comprised of 11 equity investments representing
2,669 planned units. Since the end of the year, we've added another
development project to our portfolio, which now consists of 12 equity
investrnents with 3,130 planned units. Our estimated share of the total
cost for these developmments is approximately $849 million. Two of the
development projects are scheduled to be completed and start leasing
this year. The remainder are expected to be completed and leased up
over the next 24 to 36 months.

We have also added to our loan investment portfolio, which at the
end of 2012 consisted of four mezzanine and land loans with a total
of $41.8 million drawn on a total commitment of $52.2 million. The
average interest rate in our loan portfolio is approximately 14.2%.

First estimated share valuation and distributions yield good returns
On March 1, 2013, when we filed our annual results on Form 10-K

with the Securities and Exchange Commission, we alse announced
our first estimated share valuation of $10.03 per share. This new
share price, an increase of nine cents from our prior estimated share
price of $9.94 (the initial public offering price of $10 per share less a
six-cent special distribution paid in 2012) shows the value generated
in our portfolio and strong operating performance to date.

For shareholders who bought shares during our private offering, the
$10.03 estimated share value and the distributions paid through

the date of the valuation represents a simple annual return to date
of between 7.7% and 8.9%, depending on when the shares were
purchased and whether or not the shareholder was part of the
distribution reinvestment program (DRP). For shareholders who
bought shares during our public offering, the estimated share

value and distributions represent a simple annual return to date

of between 5.0% and 7.3%, depending on when the shares were
purchased and whether or not the shareholder was part of the DRP.
Please note that these are estimated simple annual return rate ranges,
not the total return of any particular investment.

Since the beginning of the REIT’s private offering at the end of 2006,
approximately $246.9 million in distributions have been declared. A
shareholder who purchased shares at the beginning of the private
offering, and continues to hold those shares today, would have
received distributions of approximately $3.08 per share. Similarly,
since the beginning of our initial public offering, we have declared
approximately $241.6 million in distributions. A shareholder who
purchased shares once at the beginning of the public offering,

and continues to hold those shares today, would have received
approximately $2.62 per share. And for all shareholders, the first
estimated share value is above the private and initial public offering
price and their respective adjusted bases. For more information on
the estimated share valuation, including significant assumptions

and limitations and the resulting changes in the distribution
reinvestment plan and share redemption program, please see¢ the
applicable disclosures contained in the Form 10-K, contained herein.

Our focus remains on creating additional shareholder value

In sumrnary, 2012 was an excellent year for the REIT and we expect
to make additional high-quality investments in 2013, committing
most of our remaining cash to invest by the end of 2013. Finally, as
we look forward to 2013, our goals are to push operating results
higher, make progress on the construction and lease-up of our 12
development communities, and finish our capital deployment. All
of these goals should help create shareholder value in excess of our
current valuation. We also continue to review the market for favorable
opportunities for a liquidity event. Thank you for your confidence in
the REIT’s management and continued support of the REIT.

%@%%/'

Robert S. Aisner
Chief Executive Officer

This letter contains forward-looking statements relating to the business and financial outlook of Behringer Harvard Multifamily REIT 1, Inc. that are based on our current expectations and
projections and are not guarantees of future performance. Actual results may differ materially from those expressed in these forward-looking statements, and you should not place undue
reliance on any such staterents. A number of important factors could cause actual results to differ materially from the forward-looking statements contained in this letter. Such factors
include risks related to investing offering proceeds, particularly in development projects, risk related to real estate investments in general and the other risks described in the Risk Factors
sections of Behringer Harvard Multifamily REIT |, Inc.'s Annual Report on Form 10-K for the year ended December 31, 2012. Forward-looking statements in this document speak only as of
the date on which such statements were made, and we undertake no obligation to update any such statements that may become untrue because of subsequent events. We claim the safe
harbor protection for forward-looking statements contained in the Private Securities Litigation Reform Act of 1995,
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Forward-Looking Statements

Certain statements in this Annual Report on Form 10-K constitute “forward-looking statements”
within the meaning of Section 27A of the Securities Act of 1933, as amended (the “Securities Act”)
and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). These
forward-looking statements include discussion and analysis of the financial condition of Behringer
Harvard ‘Multifamily REIT I, Inc. and its subsidiaries (which may be referred to herein as the
“Company,” “we,” “us” or “our”), including, but not limited to, our ability to make accretive
investments, our ability to generate cash flow to support cash distributions to our stockholders, our
ability to obtain favorable debt financing, our ability to secure leases at favorable rental rates, our
assessment of market rental rate trends, capital markets, and other matters. Words such as “may,”
“anticipates,” “expects,” “intends,” “plans,” “believes,” “seeks,” “‘estimates,” “would,” “could,” v
“should” and variations of these words and similar expressions are intended to identify forward-looking
statements.

32 <&

These forward-looking statements are not historical facts but reflect the intent, belief or current
expectations of our management based on their knowledge and understanding of the business and
industry, the economy and other future conditions. These statements are not guarantees of future
performance, and we caution stockholders not to place undue reliance on forward-looking statements.
Actual results may differ materially from those expressed or forecasted in the forward-looking
statements due to a variety of risks, uncertainties and other factors, including but not limited to the
factors listed and described under Item 1A, “Risk Factors” in this Annual Report on Form 10-K and
the factors described below:

* market and economic challenges experienced by the U.S. economy or real estate industry as a
whole and the local economic conditions in the markets in which our properties are located;

* our ability to make accretive investments in a diversified portfolio of assets;

* future changes in market factors that could affect the ultimate performance of our development
projects, including but not limited to construction costs, plan or design changes, schedule delays,
availability of construction financing, performance of developers, contractors and consultants and
growth in rental rates and operating costs;

* the availability of cash flow from operating activities for distributions;
* our level of debt and the terms and limitations imposed on us by our debt agreements;

* the availability of credit generally, and any failure to obtain debt financing at favorable terms or
a failure to satisfy the conditions and requirements of that debt;

* our ability to secure resident leases at favorable rental rates;

* our ability to retain our executive officers and other key personnel of our advisor, our property
manager and their affiliates;

* conflicts of interest arising out of our relationships with our advisor and its affiliates;

* unfavorable changes in laws or regulations impacting our business, our assets or our key
relationships; and

* factors that could affect our ability to qualify as a real estate investment trust.

Forward-looking statements in this Annual Report on Form 10-K reflect our management’s view
only as of the date of this Report, and may ultimately prove to be incorrect or false. We undertake no
obligation to update or revise forward-looking statements to reflect changed assumptions, the
occurrence of unanticipated events or changes to future operating results. We intend for these
forward-looking statements to be covered by the applicable safe harbor provisions created by
Section 27A of the Securities Act and Section 21E of the Exchange Act.



Cautionary Note

The agreements filed as exhibits to this Annual Report on Form 10-K have been included to
provide stockholders and security holders with information regarding their. terms. They are not
intended to provide via their terms any other factual information about us. The representations,
warranties, and covenants made by us in any such agreement are made solely for the benefit of the
parties to the agreement as of the specific dates, including, in some cases, for the purpose of allocating
risk among the parties to the agreement, may be subject to limitations agreed upon by the contracting
parties and should not be deemed to be representations, warranties, or covenants to or with any other
parties. Moreover, these representations, warranties, or covenants should not be relied upon as
accurately describing or reflecting the current state of our affairs. Any mention or description of any
document contained herein does not purport to be complete and is qualified in its entirety by reference
to such agreements. e



PART I

Item-1. Business

i

Orgamzatlon

Behringer Harvard Multifamily REIT I, Inc. (which, together with its subsidiaries as the context
requires, may be referred to as the “Company,” “we,” “us,” or “our”) was organized in Maryland on
August 4, 2006 and has elected to be taxed, and currently qualifies, as a real estate investment trust
(“REIT ”) for federal income tax purposes. As a REIT, we generally are not subject to corporate-level
income taxes. To maintain our REIT status, we are required, among other requirements, to distribute
annually at least 90% of our “REIT taxable income,” as defined by the Internal Revenue Code of
1986, as amended (the “Code”), to our stockholders. If we fail to qualify as a REIT in any taxable
year, we would be subject to federal income tax on our taxable income at regular corporate tax rates.
As of December 31, 2012, we believe we are in compliance with all applicable REIT requirements.

We have no employees and are supported by related party service agreements. We are externally -
managed by Behringer Harvard Multifamily Advisors I, LLC (“Behringer Harvard Multifamily
Advisors I or the “Advisor”), a Texas limited liability company. The Advisor is responsible for
managing our affairs on a day-to-day basis and for identifying and making real estate investments on
our behalf. Substantially all of our business is conducted through our operating partnership, Behringer
Harvard Multifamily OP I LP, a Delaware limited partnership (“Behringer Harvard Multifamily OP I”).
Our wholly owned subsidiary, BHME, Inc., a Delaware corporation (“BHMF Inc.”), owns less than
0.1% of Behringer Harvard Multifamily OP I as its sole general partner. The remaining ownership
interest in Behringer Harvard Multifamily OP I is held as a limited partner’s interest by our wholly
owned subsidiary BHMF Business Trust, a Maryland business trust.

Our office is located at 15601 Dallas Parkway, Suite 600, Addison, Texas 75001, and our toll free
telephone number is (866) 655-3600. The name Behringer Harvard is the property of Behringer
Harvard Holdings, LLC (“Behrmger Harvard Holdings™) and is used pursuant to a service mark license
agreement. :

1

We invest in, develop and operate high quality multifamily commumtles These multifamily
communities include conventional multifamily assets, such as mid-rise, high-rise, garden style, and
age-restricted properties, typically requiring residents to be age 55 or ‘older. We may also invest in other
types of multifamily communities, such as student housing. Our targeted communities include existing

“core” properties, which we define as properties that are already stabilized and producing rental’
income, as well as properties in various phases of development, redevelopment, lease up or
repositioning with the intent to transition those properties to core properties. Further, we may invest in
other types of commercial real estate, real estate-related securities, and mortgage, bridge, mezzanine or
other loans, or in entities that make investments similar to the foregoing. We completed our first
investment in April 2007.

We invest in multifamily communities that may be wholly owned by us or held through joint
venture arrangements with institutional or other real estate investors which we define as
“Co-Investment Ventures.” These are predominately equity investments but also include debt
investments, consisting of mezzanine and land loans. If a Co-Investment Venture makes an equity or
debt investment in a separate entity with additional third parties, we refer to such separate entity as a
“Property Entity.”

We have investments in 51 multifamily communities as of December 31, 2012. We wholly own nine
multifamily communities and three debt investments for a total of 12 wholly owned investments and
have an ownership interest in 39 multifamily communities through 38 separate Co-Investment Ventures,
including-one unconsolidated multifamily community which holds only a debt investment. Of the 51
multifamily communities, 36 are stabilized operating properties, one is in lease up, and 14 are in
various stages of development.



Our Co-Investment Ventures are principally with: Behringer Harvard Master Partnership I LP (the
“BHMP Co-Investment Partner”) and Milky Way Partners, L.P. (the “MW Co-Investment Partner”).
We refer to our Co-Investment Ventures with the BHMP Co-Investment Partner as “BHMP CO-JVs”
and those with the MW Co-Investment Partner as “MW CO-JVs.” We also have other Co-Investment
Ventures with other real estate developers/owners, primarily to develop multifamily communities. As of
December 31, 2012 and 2011, all of our investments in Property Entities with an additional third party
equity owner have been made through BHMP CO-JVs. If specifically referred to by its context, we will
reference the BHMP CO-JV, the MW CO-JV, other Co-Investment Ventures or the Property. Entity.

Offerings of our Common Stock

In December 2007, we completed a private offering (the “Private Offering”), in which we sold
approximately 14.2 million shares of our common stock with gross offering proceeds of approximately
$127.3 million. Net proceeds, after selling commissions, dealer manager fees, and other offering costs,
were approximately $114.3 million.

On September 2, 2011, we terminated offering shares of common stock in the primary portion of
our initial public offering (the “Initial Public Offering”), in which we sold 146.4 million shares of our
common stock with aggregate gross primary offering proceeds of approximately $1.46 billion. Net
proceeds, after selling commissions, dealer manager fees, and other offering costs,' were approximately
$1.30 billion. Upon termination of our Initial Public Offering, we reallocated 50 million unsold shares
remaining from our Initial Public Offering to our distribution reinvestment plan (“DRIP”). As a result,
we are currently offering a maximum of 100 million total shares of our common stock pursuant to our
DRIP. The DRIP offering price was $9.50 per share until July 6, 2012, when the price was reduced to
$9.45 per share in connection with a special distribution of proceeds from a property sale. Effective
March 1, 2013, the DRIP offering price is $9.53 per share, in connection with a new estimated value
per share. (See Item 5, “Market for Registrant’s Common Equity, Related Stockholder Matters and
Issuer Purchases of Equity Securities” and Item 9B, “Other Information” of this Annual Report on
Form 10-K.) As of December 31, 2012, we have sold approximately 12.8 million shares under our
DRIP for gross proceeds of approximately $121.1 million. There are approximately 87.2 million shares
remaining to be sold under the DRIP. ‘

We currently expect to offer shares under the DRIP for the next five years, which would be the .
sixth anniversary of the termination of our Initial Public Offering, although our board of directors has
the discretion to extend the DRIP beyond that date, in which case we will notify participants of such
extension. We may suspend or terminate the DRIP at any time by providing ten days’ prior written .
notice to participants, and we may amend or supplement the DRIP at any.time by delivering notice to
participants at least 30 days’ prior to the effective date of the amendment or supplement.

Our common stock is not currently listed on a-hational securities exchange. Depending upon
then-prevailing market conditions, we intend to begin to consider the process of listing or liquidation
within the next three to five years, which is unchanged from the four to six years after the date of the
termination of our Initial Public Offering as disclosed in the related offering documents.

2012 Highlights
Key transactions and highlights for 2012 included:

» QOur investment activity in 2012:

 We expanded the number of our developments by acquiring land and commencing
construction in eight developments, estimated to include 2,147 mul‘_tifamily units, located in
California, Colorado, Florida, Massachusett‘s, and Texas; ' '

» We acquired two stabilized multifamily communities, a wholly owned multifamily community
with 240 units in Pembroke, Massachusetts for an aggregate gross purchase price of



$42.3 million, excluding closing costs, and through a BHMP CO-JV, a 149 unit multifamily
community in Dallas, Texas in consideration of canceling our $5.9 million notes receivable
to the Property Entity and repaying its $26.2 million construction loan; :

* We restructured our 1nvestment ina Property Entrty, a 430 unit multifamily community 1n
Henderson, Nevada, by converting the existing BHMP CO-JV loan 1nvestment of
$20.2 million into an additional equity interest;

We sold the Mariposa Lofts Apartments multifamily cornmunity in Atlanta, Georgia
(“Mariposa”) for a sales price of $40.0 million, before closing costs, resulting in a gain of
approximately $13.3 million; :

We paid total distributions of $82.0 million, including $10.0 million as a special cash distribution
related to the 2012 sale of Mariposa, a blended, annual rate of 4.9% (based on a purchase price
of $10 per share). In the second quarter of 2012 our annualized distribution rate was decreased
from 6% to, an annualized distribution rate of 3.5% (based on a purchase prxce of $10 per
share); : :

The combined, stabilized, comparable rental revenues for multifamily communities, including our
consolidated multifamily communities and unconsolidated joint ventures in which we have an

-equity interest, increased from $109.1 million in 2011 to $118.8 million in 2012;

We obtained financings, both new and refinancing, for $233.8 mrlhon at a weighted average fixed
rate of 2. 9%; and :

Our net loss for 2012 of $30.2 million was a decrease from net income of $94.5 million in 2011,
where our 2011 results included gains from sales of multifamily communities of $127.7 million.
Funds from operations (“FFO”) decreased from $149.0 million in 2011 to $38.3 million.
Modified funds from operations (“MFFO”) increased to $41.0 million from $34.2 million in 2011
(see Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” of this Annual- Report on Form 10-K for a discussion regarding FFO and MFFO,
including reconciliations to net income in accordance with U.S. generally accepted accountrng
principles (“GAAP”)).

Investment Objectives

Our overall investment objectives, in their relative order of importance are:

to preserve and. protect investors’ capital investments;

to realize growth in the value of our 1nvestments w1th1n four to six years of the termination of '
the Initial Public Offering;

to generate distributable cash to ourStockholders; and .

to-enable investors to realize a return on their investment by:beginning the process of
hqurdatron and distribution of cash or listing our shares on :a national securities exchange within
four to six years of termination of the Initial Public Offering.

Investment Policies

Our investment strategy is designed to provide our stockholders with a diversified portfolio, and
our management and board of directors have extensive experience in investing in numerous types of -
real estate, loans and other investments to execute this strategy. We intend to focus on acquiring and
developing multifamily communities-that will produce rental income and will appreciate in value within
our targeted life. Our targeted communities include existing “core” properties, which we define as
properties that are already stabilized and producing rental i income, as well as properties in various
phases of development, redevelopment, lease up or repositioning with the intent to transition those



properties to core properties. Some of these multifamily communities may contain retail space, which-
are positioned as an amenity to the multifamily community and not a separate line of business. We
believe multifamily communities that are highly amenitized and with higher rents per unit are attractive
acquisitions for institutional investors and accordingly have the potential for higher total returns, and
therefore, are a favorable market sector for us. As of December 31, 2012, all of our investments have
been made in multifamily communities located in top 50 Metropolitan Statistical Areas located in the
United States (“MSA”). Although we intend to primarily invest in real estate assets located in the
United States, in the future, we may make investments in real estate assets located outside the United
States. However, as discussed below, based on changing market factors, we may invest in other
geographic areas and in other types of multifamily communities, including student housing and lesser
amenitized communities. : ‘

Further, we may invest in other types of commercial real estate, real estate-related securities and
mortgage; bridge, mezzanine, land or other loans (including those issued by programs sponsored by
Behringer Harvard Holdings), or in entities that make investments similar to the foregoing. Some of
these investments may contain options for us to acquire partial or controlling interests in operating or
development stage multifamily communities.

A part of our investment strategy is also to acquire and hold high quality multifamily investments
through Co-Investment Ventures. We believe this strategy has allowed us to increase the number of our
investments and may continue to do so in the future, thereby providing greater portfolio diversification,
participation in larger real estate investments, and greater access to high quality investment
opportunities. To accomplish this strategy, we may continue to enter into Co-Investment Ventures that
invest in equity interests, mortgage, mezzanine or other loans, or other Co-Investment Ventures to
acquire, develop or improve properties with third parties or certain affiliates of our Advisor, including
real estate limited partnerships and REITs sponsored by affiliates of our Advisor. Accordingly, each of
the strategies and policies discussed in this section may be executed directly by us or through
Co-Investment Ventures. As of December 31, 2012, 38 of our equity and debt investments have been
made through Co-Investment Ventures. We expect that the partners in these Co-Investment Ventures
will primarily be large domestic or international institutional entities, but may also include local or
regional real estate investors.

Since the onset of the U.S. recession in 2008, investments in multifamily communities have
benefited from changing demographic, supply and finance trends. These demographic trends include
the echo-boomer generation coming of age and entering the rental market, declining or deferred
homeownership, continued growth in non-traditional households, and increased immigration. These
trends have been particularly positive for multifamily investments rather than single family housing due
to higher credit standards for home buyers, falling prices for homes and limited new single family
housing supply. Further, these factors have been an even greater burden for the 21 to 35 age group,
and accordingly, the age for first time home buyers has been pushed back. Consequently, overall single
family home ownership has fallen from a peak of 69.1% in 2005 to 65.4% in 2012. At the same time,
the supply of new multifamily communities coming into the market was significantly lower than
historical averages, due in part to less availability of development financing. The combination of these
factors has led to increased rental rates, occupancy and valuations for many multifamily communities.

Even though there are indications that some of these trends are changing, particularly an increase
in new supply activity from new permitting and construction of multifamily developments, we believe
the period required to develop, permit and construct new multifamily communities would still work in
our favor for the next two to four years. Demand for multifamily communities may also be affected as
the affordability of single family homes compared to multifamily rents changes over time. However, in
the near term, we believe these trends will also remain favorable for multifamily demand as we believe
the key demographic population will continue to grow at a faster rate than the transition to single
family housing, particularly as we believe there is still a lengthy period before housing financing options
become less restrictive. However, while still positive, we do expect that growth in multifamily rents and
occupancy could be less in certain markets than in the last two to three years.



Accordingly, our multifamily community acquisition and development strategy will be to focus on
those markets where we believe there are favorable long-term demand and supply factors for
multifamily investments. We intend to concentrate on high quality multifamily communities located in
the top 50 MSAs, as we believe these types of investments, particularly those in submarkets with
significant barriers of entry, are in demand by institutional investors which can result in better exit
pricing. We also believe that economic conditions in the major U.S. MSAs will continue to provide
adequate demand for properly positioned multifamily communities; such conditions include a broader
economic base for more predictable job and salary growth, increased infrastructure, particularly
transportation, lifestyle trends, as well as better rental affordability compared to single-family home
pricing. The U.S. Census population estimates are used to determine the largest MSAs. Our top 50
MSA strategy will focus on acquiring communities and other real estate assets that provide us with
broad geographic diversity.

While the recent investing trends have positively benefited our multifamily valuations and
operations, these factors have also led to'increased competition for stabilized multifamily investments,
particularly in the markets and with the quality characteristics that we target. This competition has led
to increased pricing for acquisitions, which has and may continue to make acquisitions more difficult to
complete and reduce the returns on acquisitions we do complete. Accordingly, we currently expect to
have a lesser emphasis on acquisitions than we have in the last couple of years. When we pursue
acquisitions, we may alter our acquisition strategy to include more off-market transactions, which may
take longer to identify and close, or expand our strategy to-include other markets or multlfamlly
characteristics, as compared to our prior investment activity. :

In this acquisition environment, we currently expect that development in certain markets may
produce higher total returns than acquisitions of stabilized multifamily communities. We will seek
developments with characteristics similar to stabilized multifamily investments, but at lower costs per
unit, and potentially higher returns on costs. Developments also provide an advantage due to updated
amenities resulting in higher resident appeal and in fewer capital expenditures as compared to older
multifamily communities. We will generally structure developments in Co-Investment Ventures, where
we are the controlling partner, partnering with experienced developers, but maintaining control over
construction, operations, financing and disposition.

We also have and may continue to make loans, primarily during the development phase of
multifamily community projects. Investments in mezzanine and mortgage loans generally can provide
higher current income than equity investments in development real estate projects while, in some cases,
providing the opportunity, at our discretion, to invest in the long-term equity of the projects. In these
situations we may have the option of converting our loan investment into an equity position or an
increased equity position, where we would participate in operating earnings and would attempt to
realize value appreciation upon the sale of the property. We believe this combination of loan and
equity investments can lead to higher average returns and a higher quality portfolio over the longer
term.

During periods of capitalization rate compression, we will still continue to evaluate stabilized
acquisitions and seek out properties and situations where our liquidity, financial stréength and
experience allow us to differentiate our offers from other buyers. Although we do not expect stabilized
acquisitions to be our primary investment strategy, we will take advantage of the opportunities when
they meet our targeted return objectives.

When appropriate, we may also incorporate into our investment portfolio value-added multifamily
communities that have either been mismanaged or otherwise have not realized what we believe to be
full appreciation and income-generation potential. Generally, we would make capital improvements or
seek to aesthetically improve the asset and its amenities, increase rents, and stabilize occupancy with
the goal of adding an attractive increase in yield and improving total returns.



Co-Investment Ventures

The table below presents a summary of the number of each type of Co-Investment Venture and
our effective ownership ranges based on our share of contributed capital directly or indirectly in the
multifamily community. Unless otherwise noted, all are reported on the consolidated basis of
accounting. ' " '

December 31, 2012 December 31, 2011

Number of . Number of .
Co-Investment Effective Co-Investment Effective
‘Ventures Ownership Ventures Ownership
BHMP CO-JVs
With no other Co-Investment Partners 9 55% to 74% '8 55%
With no other Co-Investment Partner, ’
unconsolidated . .. ............. 1 55% — —
With Property Entities . . .......... 5 51% to-55% 5 33% to 55%
With Property Entity, unconsolidated . — — 1 41%
MW CO-JVS ..o i i ieee e 15 55% 15 55%
Other Co-Investment Ventures ....... , 8 80% to 100%® 1 90%
38 30

@  For three of our other Co-Investment Ventures, all of the developer’s initial contributed capital has
been returned to the developer, and we have 100% of the contributed capital in the Co-Investment
Venture as of December 31, 2012.

Structure of Co-Investment Ventures

Generally, each of our individual joint ventures with the BHMP Co-Investment Partner and the .
MW Co-Investment Partner owns a subsidiary entity, a REIT, through which substantially all of the
joint venture’s business is conducted. Each subsidiary REIT also issues approximately $60,000 of .
non-voting preferred stock to unaffiliated holders as part of its qualification as a REIT for U.S. tax
purposes. Accordingly, the BHMP CO-JVs and the MW CO-JVs own 100% of the voting equity
interests and in excess of 99% of the economic interests in the underlying multifamily investment. Each
BHMP CO-JV and MW CO-JV is a separate legal entity formed for the sole purpose of holding its
respective investment and obtaining legally separated debt and equity financing. In certain
circumstances the governing documents of the BHMP CO-JV and MW CO-JV may require the
subsidiary REIT to be operated in a-manner that preserves its REIT status, and the subsidiary REIT to
be disposed of via a sale of its capital stock rather than as an asset sale by that subsidiary REIT. The
governing documents also contain buy/sell provisions, which may require us to acquire the
Co-Investment Partner’s ownership interest or sell our ownership interest in a BHMP CO-JV or MW
CO-JV. We have no ownership or other direct financial interests in either the BHMP Co-Investment
Partner or the MW Co-Investment Partner.

Each BHMP CO-JV and MW CO-JV is managed by a subsidiary of ours. As the manager, we
have control rights over operating plans. However, ‘without the consent of all members of the BHMP
CO-JV and MW CO-JV, we as the manager may not generally approve or disapprove on behalf of the
BHMP CO-JV and MW CO-JV certain protective decisions affecting the BHMP CO-JV and MW
CO-JV, such as (1) selling or otherwise disposing of the BHMP CO-JV’s or MW CO-JV’s investiment
or any other property having a value in excess of $100,000, (2) selling any additional interests in the
BHMP CO-JV or MW CO-JV, or (3) incutring or materially modifying any indebtedness of the BHMP
CO-JV or MW CO-JV in excess of $100,000 or causing the BHMP CO-JV and MW CO-JV to become
liable for any debt, obligation or undertaking of any other individual or entity in excess of $100,000
other than in accordance with the operating plans. Generally, if there-are disagreements regarding
these major decisions, then either member may exercise buy/sell rights. The BHMP Co-Investment

10



Partner and the MW -Co-Investment Partner, as applicable, may remove the manager for cause and
appoint a successor.

Through November 30, 2011, we had investments in 23 unconsolidated BHMP CO-JVs. In
December 2011, we and the BHMP Co-Investment Partner sold partial joint venture interests to the
MW Co-Investment Partner, the operating agreements for all of the BHMP CO-JVs were modified
whereby we obtained a controlling financial interest in each of the Co-Investment Ventures, and we
consolidated all the 23 BHMP CO-JVs and MW CO-JVs effective December 1, 2011. See “Sale of
Joint Venture Interests During 2011 below for additional discussion.

Distributions of net cash flow from the BHMP CO-JVs and MW CO-JVs are distributed to the
members no less than quarterly in accordance with the members’ ownershlp interests. BHMP CO-JV
and MW CO-JV capital contributions and distributions are made pro rata in accordance w1th
ownership interests.

Certain BHMP CO-JVs have made and may make equity and/or debt investments in Property
Entities with third-party equity owners. These Property Entities own multifamily operating communities
or development communities. Each Property Entity is a separate legal entity for the sole purpose of
holding its respective operating property or development project and obtaining legally separated debt
and equity financing. These Property Entities are specifically structured but generally have structures in
which the BHMP CO-JV is the managing member or general partner and the other owners have
certain approval rights over protective decisions, which effectively require all owners to agree before
these actions can be taken. These decisions usually include actions pertaining to admittance or transfer
of owners, sale of the property, and financing. The BHMP CO-JV generally provides the greater
proportion of the equity capital, which generally ranges from 80% to 95%, but in some instances, can
be 100% of the equity capital. The third. party equity owners in Property Entities have buy/sell rights
with respect to the ownership interest in the Property Entities.

Apart from investments with BHMP CO-JVs and MW CO-JVs, we have eight other
Co-Investment Ventures with developers, and we expect that we may enter into similar arrangements
with other developers. These other Co-Investment Ventures are or are expected to be specifically
structured but generally will have structures in which we are the managing member or general partner
with sole control over setting operating budgets, selecting property management, financing and
disposition of the multifamily community. The other owners, who are typically providing development
and general contractor services through affiliated entities, are expected to generally have very limited
approval rights, usually related to protective rights concerning admittance or transfer of owners,
changes in the business: purpose of the Co-Investment Venture and bankruptcy. These other owners
have a back end interest, generally only attributable to distributions related to a property sale. They
also have put options, generally one year after completion of the development, pursuant to which we
would be required to acquire their ownership interest at a set price. These other Co-Investment
Ventures also include buy/sell provisions, generally available after the seventh year after completion of
the development. We expect to generally provide the greater proportion-of the equity capital, and for
the eight current Co-Investment Ventures we ultimately expect that 100% of the equity capital will be
provided by us.

Co-Investment Venture Partners

The BHMP Co-Investment Partner is a partnership between our sponsor, Behringer Harvard
Holdings, and Stichting Depositary PGGM Private Real Estate Fund, a Dutch foundation acting in its
capacity as depositary of and for the account and risk of PGGM Private Real Estate Fund, an
investment vehicle for Dutch pension funds (“PGGM”). PGGM is the 99% limited partner of the
BHMP Co-Investment Partner and Behringer Harvard Holdings is indirectly the 1% general partner of
the BHMP Co-Investment Partner. According to the website of the sponsor of PGGM, as of October
2012, the sponsor of PGGM currently manages approximately 128 billion euro (approximately $169
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billion, based on exchange rates as of December 31, 2012) in pension assets for over 2.5 million people.
We formed our first BHMP Co-Investment Venture with PGGM in 2007, and prior to

December 1, 2011, PGGM was our only Co-Investment Partner. PGGM has committed to invest up to
$300 million in co-investments with affiliates of investment programs of our sponsor. As of

December 31, 2012, approximately $1.9 million of the $300 million commitment remains unfunded;
however, in the event that certain investments are refinanced or new property debt is placed within two
years from the date of acquisition, the amount of the unfunded commitment may be increased. The 1%
general partner of our BHMP Co-Investment Partner is Behringer Harvard Institutional GP LF, an
affiliate of Behringer Harvard Holdings. ’

The MW Co-Investment Partner is a partnership between Heitman LLC, (“Heitman”) and Korea
Exchange Bank, as Trustee for and on behalf of National Pension Service (acting for and on behalf of
the National Pension Fund of the Republic of Korea Government) (“NPS”). NPS is the 99.9% limited
partner and Heitman is the 0.1% general partner of the MW Co-Investment Partner, respectively. NPS
is one of the largest pension funds in the world, which generally covers all citizens of South Korea ages
18 to 59. NPS was established to provide pension benefits in contingency of old-age, disability or death
of the primary income provider for a household with-a view to contributing to the livelihood
stabilization for the promotion of the welfare of South Korea. According to the NPS website, as of
April 2012, the NPS fund estimated its total value at 333 trillion won (approximately $313 billion, based
on exchange rates as of December 31, 2012), and counted over 3.15 million people in its beneficiary
base. The 0.1% general partner of our MW Co-Investment Partner is Heitman, an international
investment advisery firm. The MW Co-Investment Venture does not have a commitment for additional
investments with us or our sponsor. As discussed further below, we entered into Co-Investment
Ventures with the MW Co-Investment Partner in December 2011. As of December 31 2012 the MW
Co-Investment Partner has invested $263.7 million in: ]ornt ventures with us.

For our Co-Investment Ventures with developers and the five Property Entrtres the other equity
owners are national or regional domestic developers.

As of December 31, 2012, we believe all of our Co- Investment Venture partners and Property
Entity partners are in compliance with their contractual obhgatrons and we are not aware of factors
that would indicate their inability to meet their obligations.

Sale of Joint Venture Interests During 2011

In December 2011, we sold partial joint venture interests in three wholly owned multlfamlly
communities and three BHMP CO-JVs to the MW Co-Investment Partner for an aggregate purchase
price of $180.3 million, excluding closing costs. These joint venture interests ranged from 15% to 45% -

interests in the following multifamily communities: 7166 at Belmar, Acacia on Santa Rosa Creek,
Argenta, Cyan/PDX, The Gallery at NoHo Commons and The Lofts at Park Crest (the. “BH Sale
Properties”). We have retained a 55% joint venture interest in each of these communities. Our share of
the proceeds was $101.1 million, which represented a 24% weighted average increase. from our initial
investments made in 2009 through 2011.

Simultaneously with the closing on the sale of the above joint venture interests, the BHMP
Co-Investment Partner also closed on a sale of all of its joint venture interests in 12 BHMP CO-JVs to
the MW Co-Investment Partner. These joint venture interests ranged from 5% to 45% in the following
multifamily communities: 4550 Cherry Creek, 7166 at Belmar, Argenta, Briar Forest Lofts, Burrough’s
Mill, Calypso Apartments and Lofts, Cyan/PDX, Eclipse, Fitzhugh Urban Flats, Forty55 Lofts, The
Venue and West Village (the “Master Sale Properties™). The BHMP Co-Investment Partner remains a
Co-Investment Partner in 13 BHMP CO-JVs.

As a result of the transactions described above, the MW Co-Investment Partner became our
co-investment partner in each of the communities noted above and replaced the BHMP Co-Investment
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Partner in the applicable Co-Investment Ventures, which are now MW CO-JVs. Our interest in each of
these MW CO-JVs is 55%, with the MW Co-Investment Partner owning the other 45% interest.

In connection with these sales of the joint venture interests, we entered into new joint venture
agreements with the MW Co-Investment Partner and amended all of our joint venture agreements with
the BHMP Co-Investment Partner (including those unrelated to the joint venture interests sold to the
MW Co-Investment Partner) These amendments included changes to the governance rights such as the
control rights over operating plans, which, along with other factors have resulted in our having
sufficient control over the BHMP CO-JVs and MW CO-JVs, such that we have consolidated all of
them effective December 1, 2011.- ‘

Portfolio

See Item 2, “Properties” of thrs Annual Report on Form 10-K for a description of each of our
investments in our portfolio.

Borrowing Polncnes

There is no limitation on the amount we may invest in any single property or other asset or on the
amount we can borrow for the purchase of any individual property or other investment. However,
under our charter, our consolidated borrowings may not exceed 300% of our adjusted consolidated net
assets unless approved by a majority of our independent directors. For these purposes and consistent
with our charter, we define adjusted consolidated net assets as our consolidated net equity less certain
intangibles plus.accumulated property and finance related depreciation and amortization. In addition to
our charter limitation, our boatd of directors has adopted a policy to generally limit our aggregate
borrowings to approximately 75% of the aggregate value of our assets, unless substantial justification
exists that borrowing a greater amount is in our best interests (for purposes of this policy limitation and
the target leverage ratio discussed below, the value of our assets is based on methodologies and policies
determined by our board of directors that may include, but do not require, independent appraisals).
Our policy limitation, however, does not apply to unconsolidated investments of individual real estate
assets. As a result, we may borrow more than 75% of the value of any particular asset to the extent our
board of directors determines that borrowing such amount is prudent. Our policy limitation will also
apply only after we have ceased raising capital under the Initial Public Offering or any subsequent
offering and invested substantially all of our capital. This limitation does not currently apply because
we have not invested substantially all of our capital from our Initial Public Offering.

As of December 31, 2012, we have $989.6 million in consolidated borrowings, which represents
45% of our adjusted consolidated net assets and 43% of the carrying value of our real estate assets.
Accordingly, as of December 31, 2012, our charter limitation has not constrained our ability to incur
debt. Our board of directors must review our aggregate borrowmgs at least quarterly. In addition to
these formal policies, our board will evaluate other factors in determining the aggregate borrowings
both on a consolidated basis and individually on a per property basis as assets are acquired, disposed
and refinanced. These factors may include debt service coverage, fixed rate and variable rate targets
and scheduling of maturities. Following the investment of substantially all of the remaining proceeds of
our Initial Public Offering and the completion of the financing of our assets, we will seek a long-term
leverage ratio of approximately 50% to 60% of the aggregate value of our assets.

As of December 31, 2012, we have not placed any construction financing on any of our current
multifamily developments. In certain circumstances, generally smaller, garden to mid rise developments,
we may finance these developments solely from our remaining proceeds from our Initial Public
Offering. For other developments, we may use the availability under our existing credit facility to fully
or partially finance the developments. For larger, high rise developments, we intend to seek
construction financing, generally at 50% to 60% of cost. The base terms of these construction
borrowings will extend through the projected stabilization of the development, which may include one
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or two 12 month extension options. We may also obtain longer term financing construction that would
extend past the stabilization period, with terms of seven to 10 years when we can lock in favorable
financing at current rates.

_ As with our investment p011c1es the current state of the capltal markets may require us to take a
very flexible policy to borrowings in the short term in order to achieve our long-term objectives.
Generally, a higher spread between capitalization rates and financing rates will accommodate higher
leverage and lower spreads will necessitate lower leverage: Accordingly, notwithstanding the above
policies, depending on these and other market conditions and the current life cycle of an acquired
property, we may have higher or lower leverage percentages or not borrow at all on a consolidated
basis. We may also choose to have relatively less financing in our Co-Investment Ventures. On an
on-going basis we will also continue to evaluate both the individual and portfolio leverage and maturity
terms, where our portfolio weighted average may differ from individual investments. In certain market
conditions and for certain investments, we may elect to extend maturities or increase leverage for
financings deemed to have favorable terms. If we do choose to incur fewer borrowings, we would
expect to acquire fewer investments. Depending on the market capitalization rates and interest rates,
this may result in lower net returns on our investments.

Tax Status

We have elected to be taxed as a REIT under Sections 856 through 860 of the Code and have
qualified as a REIT since the year ended December 31, 2007. To qualify as a REIT, we must meet a .
number of organizational and operational requirements, including a requirement that we distribute at’
least 90% of our REIT taxable income to our stockholders. As a REIT, we generally will not be subject
to federal income tax at the corporate level. We are organized and operate in such a manner as to
qualify for taxation as a REIT under the Code, and we intend to continue to operate in such a manner
but no assurance can be given that we will operate in a manner so as to qualify or remain quahfled as
a REIT.

Distribution Pohcy

Distributions are authorized at the dlscret1on of our board of directors based on 1ts analy51s of our
prior performance, expectations of performance for future periods, including actual and anticipated
operating cash flow, changes in market capitalization rates for investments suitable for our portfolio,
capital expenditure needs, dispositions, general financial condition and other factors that our board
deems relevant. The board’s decision will be influenced, in part by its obligation to ensure that we
maintain our status as a REIT. Distributions may also be pald in anticipation of cash flow that we
expect to receive during a later period as we invest the remaining proceeds from our Initial Public
Offering or as our developments lease up and generate cash flow. In order to qualify as a REIT, we are
required to distribute at least 90% of our annual REIT taxable income to our stockholders. Our board
of directors currently declares daily distributions on a quarterly basis, which are paid on a monthly
basis. Distributions are based on daily record dates so our investors will be entitled to be paid
distributions beginning on the day they purchase shares.

Given the amount of our remaining proceeds from our Initial Pubhc Offering and the competition
for investments in multifamily communities, there may be an extended period to invest these proceeds
and to receive the income from such investments. Further, to the extent we invest in developments, the
period to receive income includes planning, permitting, construction and lease up and could extend for
one to two years. During these periods, we may use portions of the remaining proceeds from our Initial
Public Offering to fund a portion of the distributions paid to our common stockholders, which could
reduce the amount available for new investments. There is no assurance that these future investments
will achieve our targeted returns necessary to maintain our current level of distributions, particularly
due to the compression in capitalization rates continuing to be experienced in the multifamily
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communities that we target and the uncertainty over future market conditions when our developments
are leased up. As acquisition, development, lease up or redevelopment projects are completed and
begin to generate income, we would expect to have additional funds available to d1str1bute to our
stockholders. r

Accordingly, we cannot assure as to when we will consistently generate sufficient cash flow solely
from our share of operating activities to fully fund distributions. Many of the factors that can affect the
availability and timing of-cash distributions to stockholders are beyond our control, and a change in any
one factor could adversely affect our ability to pay future distributions. There can be no assurance that
future cash flow will support paying our currently established distributions or maintaining dlstrlbu‘uons
at any particular level or at all:

During periods when our share of operating cash flow has not generated sufficient opcrating cash
flow to fully fund the payment of distributions on our common stock, we have paid and may in the
future pay some or all of our distributions from sources other than operating cash flow. As noted
above, we may use portions of the remaining proceeds from our Initial Public Offering to fund a
portion of the distributions paid to our common stockholders, which could reduce the amount available
for new investments. We may also refinance or dispose of our investments and use the proceeds to
fund regular and/or special distributions on our common stock or reinvest the proceeds in new '
investments to generate additional operating cash flow. In addition, from time to time, our Advisor has
agreed to waive or defer all or certain fees, expenses or incentives due to it, which has made more cash
available for distributions. There is no assurance that these sources will be available in future periods,
which could result in temporary or permanent adjustments to our distributions.

Since we began operations, our board of directors has declared daily distributions and a specxal
distribution as summarized below:

Special

Regular Distributions Distributions
Approximate Annualized Amount
Amount per Share Distribution per
Period (Rounded) Rate Share
April 1,2012 - March 31,2013 . . . ....... ... o oL $0.000958904 3.5%0 $0.06®
September 1, 2010 - March 31,2012 . .. .. ............. $0.001643800 6.0%V $ —
March 1, 2009 - August 31,2010 ......... ... ... ..., $0.001917800 7.0%Y $ —
October 1, 2008 - February 28,2009 ... ............... $0.001780800 6.5%Y $ —
December 1, 2007 - September 30, 2008 . ... ... e $0.001013699 40%% § —
July 1, 2007 - November 30,2007 . ............ e e $0.000986301 4.0%® $ —

@ Assuming a share price of $10.00 per share.

@ In March 2012, our board of directors authorized a special cash distribution related to the sale of
the Mariposa multifamily community in the amount of $0.06 per share of common stock payable to
stockholders of record on July 6, 2012. The total special cash distribution of approximately
$10.0 million was paid on July 11, 2012.

()  Assuming a share price of $9.25 per share.
#)  Assuming a share price of $9.00 per share.

Competition

We are subject to significant competition in seeking real estate investments, capital, particularly
debt capital, and residents. We compete with many third parties engaged in real estate investment
activities including other REITS, regional and national developers, specialty finance companies, savings
and loan associations, banks, mortgage bankers, insurance companies, mutual funds, institutional
investors, investment banking firms, lenders, hedge funds, governmental bodies and other entities. We
also face competition from other real estate development, lending and investment programs, including
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other Behringer Harvard programs, for investments that may be suitable for us. Many of our
competitors have substantially greater financial and other resources than we have and may have
substantially more operating experience than either us or our Advisor. They also may enjoy significant
competitive advantages related to, among other things, cost of capital, governmental regulation, access
to real estate investments and resident services.

Regulations

Our investments are subject to various federal, state, local and foreign laws, ordinances and
regulations, including, among other things, zoning regulations, construction and occupancy permits, land
use controls, environmental controls relating to air and water quality, noise pollution and indirect
environmental impacts such as increased motor vehicle activity. We believe that we have all permits and
approvals necessary under current law to operate our investments.

Environmental

As an owner and developer of real estate, we are subject to various environmental laws of federal,
state and local governments. Compliance with existing laws has not had a material adverse effect on
our financial condition or results of operations, and management does not believe it will have such an
impact in the future. However, we .cannot predict the impact of unforeseen environmental
contingencies or new or changed laws or regulations on properties in which we hold an interest, or on
properties that may be acquired directly or indirectly in the future. .

Employees

We have no employees and are dependent on our Advisor and other affiliates of Behringer
Harvard Holdings for services that are essential to us. Our Advisor and other affiliates of Behringer
Harvard Holdings perform a full range of real estate services for us, including investment and
disposition decisions, property management, accounting, legal, asset management, wholesale brokerage
and investor relations services, and other general administrative responsibilities. In the event that these
companies are unable to provide these services to us, we would be required to prov1de such services
ourselves or obtain such services from other sources.

Industry Segment

Our current business consists of investing in and operating multifamily communities. Substantially
all of our consolidated net income is from multifamily communities and related investments that we
wholly own or own through joint ventures. Our management evaluates operating performance on an
individual property and/or joint venture level. However, as each of our wholly owned communities and
joint ventures has similar economic characteristics, we are managed on an enterprise-wide basis with
one reportable segment.

Available Information

We electronically file Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current
Reports on Form 8-K and all amendments to those reports with the SEC. We also have filed with the
SEC registration statements on Form S-11 in connection with the Initial Public Offering of our
common stock. The public may read and copy any materials we file with the SEC at the SEC’s Public
Reference Room at 100 F. Street, NE, Washington, D. C. 20549. The public may obtain information on
the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. Copies of our
filings with the SEC may be obtained from the website maintained for us and our affiliates at
www.behringerharvard.com or at the SEC’s website at www.sec.gov. Access to these filings is free of
charge. We are not incorporating our website or any information from the website 1nt0 this Annual
Report on Form 10-K.
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Item 1A. Risk Factors

The factors descnbed below represent our pr1nc1pa1 risks. Other factors may exist that we do not
consider to be significant based on information that is currently available or that we are not currently
able to anticipate. Our stockholders or potential investors may be referred to as “you” or “your” in this
Item 1A, “Risk Factors” section. ’

Risks Related to Qur Business and Operations

The concentration of our investments in the multifamily sector may leave our proﬁtabtltty vulnerable to a
downturn or slowdown in such sector. »

Our investments are concentrated in the multifamily sector. As a result, we are subject to risks
inherent in investments in multifamily properties and real estate-related assets. The potential effects on
our revenues, and as a result, on cash available for distribution to our stockholders, resulting from a
downturn or slowdown in the multifamily sector could be more pronounced than if we had more fully
diversified our -investments.

We may suffer from delays in locatmg suitable investments, which could adversely ajfect the return on your
investment.

Our ability to achieve our investment objectlves and to make distributions to our stockholders is
dependent upon the performance of our Advisor in the acquisition of our investments and the
determination of any financing arrangements as well as the performance of our property manager, the
selection of multifamily community residents and the negotiation of leases. We currently have
substantial uninvested proceeds raised from our Initial Public Offering, which we are seeking to invest
on attractive terms. The current market for properties and real estate-related assets that meet our
investment objectives is highly competitive as is the leasing market for multifamily properties. Except
for the investments described in this Annual Report on Form 10-K, you will have no opportunity to
evaluate the terms of transactions or other economic or financial data concerning-our investments. You
must rely entirely on the oversight of our board of directors, the management ability of our Advisor
and the performance of the property manager. We cannot be sure that our Advisor will be successful in
obtaining suitable investments on financially attractive terms.

We could suffer from delays in locating suitable investments as a result of our reliance on our
Advisor at times when management of our Advisor is simultaneously seeking to locate suitable
investments for other Behringer Harvard sponsored programs, some of which have investment
objectives and employ investment strategies that are similar to ours. ’

Additionally, as a public company, we are subject to the ongoing reporting requirements under the
Exchange Act. Pursuant to the Exchange Act, we may be required to file with the SEC financial
statements of properties we acquire and investments we make in real estate- related assets. To the
extent any required financial statements are not available or cannot be obtained, we will not be able to
acquire the investment. As a result, we may not be able to acquire certain properties or real estate-
related assets that otherwise would be a suitable investment. We could suffer delays in our investment
acquisitions due to these reporting requirements.

Furthermore, if we acquire properties prior to the start of construction or durmg the early stages
of construction, it will typically take several months to complete construction and rent available space.
Therefore, you could suffer delays in the receipt of distributions attributable to those particular
properties. In addition, to the extent our investments are in development or redevelopment projects,
communities in lease up, or other assets that have significant capital requirements, our ability to make
distributions may be negatively impacted.

17



Delays we encounter in the selection, acquisition and development of properties could adversely
affect your returns. In addition, if we are unable to invest our offering proceeds in real properties and
real estate-related assets in a timely manner, we will hold the proceeds of the Initial Public Offering in
an interest-bearing account, invest the proceeds in short-term, liquid investments, including, but not
limited to, money market accounts and FDIC-insured deposits, or, ultimately, liquidate. In such an
event, our ability to pay distributions to our stockholders and the returns to our stockholders would be
adversely affected.

We may have to make decisions on whether to invest in certain properties or real estate-related assets prior to
receipt of detailed information on the investment.

In order to effectively compete for the acquisition of properties and other real estate-related assets
in the current market, our Advisor and board of directors may be required to make investment
decisions and be required to make substantial non-refundable depaosits prior to the completion of our
analysis and due diligence on a property or real estate-related asset acquisition. In such cases; the
information available to our Advisor and board of directors at the time of making, any particular
investment decision, including the decision to pay any non-refundable deposit and the decision to
consummate any particular acquisition, may be limited, and our Advisor and board of directors may not
have access to detailed information regarding any particular investment property, such as physical
characteristics, environmental matters, zoning regulatlons or other local conditions affecting the
investment property. Therefore, no assurance can be given that our Advisor and board of directors will
have knowledge of all circumstances that may adversely affect an investment. In addition, our Advisor
and board of directors expect to rely upon independent consultants in connection with their evaluation
of proposed investment properties, and no assurance can be given as to the accuracy or completeness
of the information provided by such independent consultants. ‘

We have experienced losses in the past and may experienbe similar losses in the future.

For the years ended December 31, 2012 and 2010, we had net losses of $30.2 million and $34.6
million, respectively. Our losses can be attributed, in part, to depreciation and amortization of
operating properties and related intangibles. For the year ended December 31, 2011, we reported net
income of $94.5 million, due in part to non-recurring gains related to revaluation of equity on business
combinations. We cannot assure you that, in the future, we will be profitable or that we will realize
growth in the value of our assets.

Payment of fees to our Advisor and its aﬁiltates will reduce cash available to us for investment and payment '
of distributions.

Our Advisor and its affiliates perform services for us in connection with, among other things, the
selection and acquisition of our properties and real estate-related assets, the management of our
properties, the servicing of our mortgage, bridge, mezzanine or other loans, the administration of our
other investments and the disposition of our assets. They are paid substantial fees for these services.
These fees reduce the amount of cash available for investment or distributions to stockholders.

If our sponsor, our Advisor or its affiliates waive or defer certain fees due to them, our results of operations
and distributions may be artificially high.

From time to time, our sponsor, our Advisor or its affiliates have agreed, and may agree in the
future, (1) to waive or defer all or a portion of the acquisition, asset management or other fees,
compensation or incentives due to them, (2) to pay general administrative expenses or (3) to otherwise
supplement stockholder returns in order to increase the amount of cash available to make distributions
to stockholders. If our sponsor, our Advisor or its affiliates choose to no longer waive or defer such
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fees and incentives, our results of operations will be lower than in previous periods and your return on
your investment could be negatively affected. .

Distributions may be paid from capital and there can be no assurance that we will be able to maintain
distributions at any particular level, or at all.

There are many factors that can affect the availability and timing of cash distributions to
stockholders. Distributions generally will be based upon such factors as the amount of cash available or
anticipated to be available from real estate investments, mortgage, bridge or mezzanine loans and other
investments, current and projected cash requirements and tax considerations. Because we may receive
income from interest or rents at various times during our fiscal year, distributions paid may not reflect
our income earned in that particular distribution period. The amount of cash available for distributions
will be affected by many factors, such the performance of our existing assets, our ability to acquire
additional properties and real estate-related assets with the remaining proceeds from our Initial Public
Offering, the income from those investments, as well as our operating expense levels and many other
variables. Actual cash available for distribution may vary substantially from estimates. We can give no
assurance that we will be able to achieve our anticipated cash flow or that distributions will be
maintained or increase over time. Nor can we give any assurance that: (1) rents from the properties
will increase; (2) the securities we buy will increase in value or provide constant or increased
distributions over time; (3) the loans we make will be repaid or paid on time; (4) loans will generate
the interest payments that we expect; or (5) future acquisitions of properties, mortgage, bridge or
mezzanine loans, other investments or our investments in securities will increase our cash available for
distributions to stockholders. Our actual results may differ significantly from the assumptions used by
our board of directors in establishing the distribution rates to stockholders.

Many of the factors that can affect the availability and timing of cash distributions to stockholders
are beyond our control, and a change in any one factor could adversely affect our ability to pay future
distributions. For instance: :

* If a significant number of multifamily residents default or terminate on their leases, there could
be a decrease or cessation of rental payments, which would mean less cash available for
distributions.

* Any failure by a borrower under our mortgage, bridge, mezzanine or other loans to repay the
loans or interest on the loans will reduce our income and distributions to stockholders.

 Cash available for distributions may be reduced if we are requlred to spend money to correct
defects or to make improvements to properties.

¢ Cash available to make distributions may decrease if the assets we acquire have lower yields |
than expected.

 There may be a‘delay between the sale of the common stock and our investment of the
proceeds. For example, we currently have substantial uninvested proceeds raised from our Initial
Public Offering, which we are-seeking to invest on attractive terms. During that time, we may
invest in lower yielding short-term instruments, which could result in a lower yield on your
1nvestment

« If we lend money to others, such funds may not be repaid in accordance with the loan terms or
at all, which could reduce cash available for distributions.

* Federal income tax laws require REITs to distribute at least 90% of their REIT taxable income

* to stockholders each year to maintain REIT status, and 100% of taxable income and net capital
gain to avoid federal income tax. This limits the earnings that we may retain for corporate
growth, such as asset acquisition, development or expansion and makes us more dependent upon
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additional debt or equity financing than corporations that are not REITs. If we borrow more
funds in the future, more of our operating cash will be needed to make debt payments and cash
available for distributions may decrease.

* In connection with future acquisitions, we may issue additional shares of common stock,
operating partnership units or interests in other entities that own our properties. We cannot
predict the number of shares of common stock, units or interests that we may issue, or the effect
that these additional shares might have on cash available for distribution to you. If we issue
additional shares, they could reduce the cash available for distribution to you.

¢ We make distributions to our stockholders to comply with the distribution requirements of the
Internal Revenue Code and to eliminate, or at least minimize, exposure to federal income taxes
and the nondeductible REIT excise tax. Differences in timing between the receipt of income and
the payment of expenses, and the effect of required debt payments, could require us to borrow
funds on a short-term basis to meet the distribution requlrements that are necessary to achieve
the tax benefits associated w1th qualifying as a REIT.

Further, our board of dlrectors, in its discretion, may retain any portion of our cash on hand for
capital needs and improvements. We cannot assure you that sufficient cash will be available to make
distributions to you.

We have, and may in the future, pay distributions from sources other than our cash flow from operating
activities and if we continue to do so, we will have less funds available to make investments and your overall
return may be reduced.’

Our organizational documents permit us to fund distributions from any source, such as from the
proceeds of our Initial Public Offering, our distribution reinvestment plan or other offerings, cash
advances to us by our Advisor, cash resulting from a waiver of asset manhagement fees, and borrowings, .
including borrowings secured by our assets, in anticipation of future cash flow from operating activities.
The regular distributions paid to common stockholders in the twelve months ended December 31, 2012,
2011 and 2010 were approximately $32.3 million, $35.6 million, and $25.1 million respectively. For the
twelve months ended December 31, 2012, 2011 and 2010, cash flows from operating activities net of
distributions paid to noncontrolling interests related to operating activities were approximately $42.9
million, $29.9 million, and $-0-, respectively. Accordingly, for the twelve months ended December 31,
2011 and 2010, total distributions exceeded cash flow from operating activities for the same period,
which difference was funded from proceeds from our offerings.

We expect that cash distributions to our stockholders generally will be paid from cash available or
anticipated from our share of the cash flow from our investments in properties, real estate securities,
mortgage, bridge or mezzanine loans and other real estate-related assets. However, until proceeds from
the Initial Public Offering are invested and generating operating cash flow, we have and may continue
to make some of our distributions from the proceeds of the Initial Public Offering, cash advanced to us
by our Advisor, cash resulting from a waiver or deferral of asset management fees, cash from the sale
of our assets or a portion thereof and borrowings (including borrowings secured by our assets) in
anticipation of future cash flow. In addition, to the extent our investments are in development or
redevelopment projects, in communities that are in lease up or have not yet reached stabilization, or in
properties that have significant capital requirements, our ability to make distributions may be negatively
impacted. Accordingly, the amount of distributions paid at any time may not reflect current cash flow
from our operations. To the extent distributions are paid from the proceeds of the Initial Public
Offering or our distribution reinvestment plan, cash advanced to us by our Advisor, cash resulting from
a deferral of or waiver of fees and/or from borrowings (including borrowings secured by our assets) in
anticipation of future cash flow, we will have less capital available to invest in properties and other real
estate-related assets, which may negatively impact our ability to make investments and reduce current
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returns and capital appreciation. Further, to the extent distributions exceed cash flow from operating
activities, a stockholder’s basis in our stock will be-reduced and, to the extent distributions exceed a
stockholder’s basis, the stockholder may recognize capital gain.

Our revenue and net income may vary significantly from one period to another due to investments in
opportunity-oriented properties and portfoho acqutsztwns, which could increase the variability of our cash
" available for distributions.

We have made and may continue to make investments in opportunity-oriented properties in
various phases of development, redevelopment or repositioning and portfolio acquisitions, which may -
cause our revenues and net income to fluctuate significantly from one period to another. Projects do
not produce revenue while in development or redevelopment. During any period when the number of
our projects in development or redevelopment, communities in lease up or our properties with
significant capital requirements increases without a corresponding increase in stable revenue-producing
properties, our revenues and net income will likely decrease. Many factors may have a negative impact
on the level of revenues or net income produced by our portfolio of investments, including higher than
expected construction costs, failure to complete projects on a timely basis, failure of the properties to
perform at expected levels upon completion of development or redevelopment, and increased
borrowings necessary to fund higher than expected construction or other costs related to the project.
Further, our net income and stockholders’ equity could be negatively affected during periods with large
portfolio acquisitions, which generally require large cash outlays and may require the incurrence of
additional financing. Any such reduction in our revenues and net income during such periods could
cause a resulting decrease in our cash available for distributions during the same periods.

Development projects in which we invest may not be completed successfully or on time, and guarantors of the
projects may not have the financial resources to perform their obligations under the guaranties they provide.

We may make equity investments in, acquire options to purchase interests in or make mezzanine
loans to the owners of real estate development projects. Our return on these investments is dependent
upon the projects being completed successfully, on budget and on time. To help ensure performance by
the developers of properties that are under construction, completion of these properties is generally
guaranteed either by a completion bond or performance bond. Our Advisor may rely upon the
substantial net worth of the contractor or developer or a personal guarantee accompanied by financial
statements showing a substantial net worth provided by an affiliate of the entity entering into the
construction or development contract as an alternative to a completion bond or performance bond. For
a particular investment, we may obtain guaranties that the project will be completed on time, on budget
and in accordance with the plans and specifications and that the mezzanine loan will be repaid.
However, we may not obtain such guaranties and cannot ensure that the guarantors will have the
financial resources to perform their obligations under the guaranties they provide. We intend to
manage these risks by ensuring, to the best of our ability, that we invest in projects with reputable,
experienced and resourceful developers. If we are unable to manage these risks effectively, our results
of operations, financial condition and ability to make distributions to you will be adversely affected.

The developers of the projects in which we have invested are exposed to risks not only with
respect to our projects, but also with respect to other projects in which they are involved. A developer’s
obligations on another project could cause it financial hardship and even lead to bankruptcy, which
could lead to a default on one of our projects. A default by a developer in respect of one of our
multifamily development project investments, or the bankruptcy, insolvency or other failure of a
developer for one of such projects, may require that we determine whether we want to assume the
senior loan, take over development of the project, find another developer for the project, or sell our
interest in the project. Such developer failures could delay efforts to complete or sell the development
project and could ultimately preclude us from full realization of our anticipated returns. Such events
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could cause a decrease in the value of our assets and compel us to seek additional sources of liquidity,
which may not be available, in order to hold and complete the development project through
stabilization.

Generally, under bankruptcy law and our bankruptcy guarantees with our joint venture
development partners, we may seek recourse from the developer-guarantor to complete our
development project with a substitute developer partner. However, in the event of a bankruptcy by the
developer-guarantor, we cannot assure you that the developer or its trustee will continue or otherwise
satisfy its obligations. The bankruptcy of any developer and the rejection of its development obligations
would likely cause us to have to complete the development on our own or find a replacement
developer, which could result in delays and increased cests. We cannot assure you that we would be
able to complete the development on terms as favorable as when we first entered into the project.

In some cases, in order to obtain financing on a developinent project, we may be asked to provide
recourse, completion or payment guarantees to the lender. This would increase our risk of loss in the
event of a developer failing to perform its obligations to us.

We have relatively less experience with respect to international investments as compared to domesttc
investments, which could adversely affect our return on mternatwnal investments.

The experience of our Advisor and its affiliates with respect to investing in multlfamlly
communities or other real estate-related assets located outside the United States is not as extensive as
it is with respect to investments in the United States. We may make. international investments after one
of our independent directors has at:least three years of relevant experience acquiring and managing
such international investments. If and when we do make international investments, our relatively
limited experience with respect to such investments-could adversely affect our return on them.

Your investment may be subject to additional risks if we make international investments.

In the future, we may make investments in real estate assets located outside the United States and
may make or purchase mortgage, bridge, mezzanine or other loans or joint venture interests in
mortgage, bridge, mezzanine or other loans made to a borrower located outside the United States or
secured by property located outside the United States. Any international investments may be affected
by factors peculiar to the laws of the jurisdiction in which the borrower or the property is located.
These laws may expose us to risks that are different from and in addition to those commonly found in
the United States. Foreign investments could be subject to the following risks:

» governmental laws, rules and policies, including laws relating to the foreign ownership of real
property or mortgages and laws relating to the ability of foreign persons or corporations to
remove profits earned from activities within the country to the person’s or corporation’s country
of origin;

* variations in currency exchange rates;

» adverse market conditions caused by inflation or other changes in national or local economic
conditions;

* changes in relative interest rates;

* changes in the availability, cost and terms of mortgage -funds resulting from varying national
economic policies;

* changes in real estate and other tax rates, the tax treatment of transaction structures and other
changes in operating expenses in a particular country where we have an investment;
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* our REIT tax status not being respected under foreign laws, in which case our income or gains
from foreign sources would likely be sub]ect to fore1gn taxes, w1thhold1ng taxes, transfer taxes
and value added taxes; : :

* lack of uniform accounting standards (ineluding availability of information in accd_fdance‘with
U.S. generally accepted accounting principles);

* changes in land use and zoning laws;
 more stringent environmental laws or changes in these laws;

. changes in the social stablhty or other political, economic or dlplomatlc developments in or
affectmg a country where we have an mvestment

* we, our sponsor, our-Advisor and its afflhates have relatlvely less experlence investing in real
property or other investments outside the United States than within the United States; and

* legal and logistical barriers to enforcing our contractual rights.

Any of these risks could have an adverse effect on our business, results of operations and ability to
pay distributions to our stockholders. ‘

If we lose or are unable to obtain key personnel, our abzlzty to implement our investment strategies could be
delayed or hindered.

Our success depends to a significant degree upon the continued contributions of our executive
officers and other key personnel of us, our Advisor and its affiliates, including Robert S. Aisner,
Robert J. Chapman, Mark T. Alfieri, Howard S. Garfield, M. Jason Mattox, Daniel J. Rosenberg,
Andrew J. Bruce, Robert T. Poynter, Ross P. Odland, James A. Fadley and Margaret M. Daly, each of
whom would be difficult to replace. We do not have employment agreements with our executive
officers and other key personnel of us, our Advisor and its affiliates, and we cannot guarantee that they
will remain affiliated with us. Further, we cannot guarantee that such persons will remain-affiliated with
our Advisor. If any of our key personnel were to cease their affiliation with us, our Advisor or its
affiliates, our operating results could suffer. We. believe that our future success depends, in large part,
upon our Advisor’s and its affiliates’ ability to hire and retain highly skilled managerial, operational and
marketing personnel. Competition for persons with these skills is intense, and we cannot assure you
that our Advisor will be successful in attracting and retaining such skilled personnel. Further, we have
established, and intend in the future to establish, strategic relationships with firms that have special
expertise in certain services or as to assets both nationally and in certain geographic regions.
Maintaining these relationships will be important for us to effectlvely compete for assets. We cannot
assure you that we will be successful in attracting and retaining such strategic relationships. If we lose
or are unable to obtain the services of key personnel or do not establish or maintain appropriate
strategic relationships, our ability to implement our investment strategies could be delayed or hindered.

If we internalize our management functions, your interest in us could be diluted, and we cbuid incur other
significant costs associated with being self managed. ' '

Our strategy may involve becoming “self-managed” by internalizing our management functions.
The method by which we could internalize these functions could take many forms. We may hire our
own group of executives and other employees or we may elect to negotiate to acquire our Advisor’s
and property manager’s assets and personnel. Under our advisory management agreement, we are
restricted from hiring or soliciting any employee of our Advisor or its affiliates for one year from the
termination of the agreement. We are similarly restricted under our property management agreement
with respect to the employees of our property manager or its affiliates. These restrictions could make it
difficult to internalize our management functions without acquiring assets and personnel from our
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Advisor and its affiliates for consideration that would be negotiated at that time. At this time, we
cannot be sure of the form or amount of consideration or other terms relating to any such acquisition.
Such consideration could take many forms, including cash payments, promissory notes and shares of
our stock. An internalization transaction could result in significant payments to affiliates of our Advisor
irrespective of whether you enjoyed the returns on which we have conditioned other back-end
compensation. The payment of such consideration could result in dilution of your interests as a
stockholder and could reduce the net income per share and modified funds from operations per share
attributable to your investment. We will not be required to seek a stockholder vote to become
self-managed. ‘

In addition, while we would no longer bear the costs of the Varlous fees and expenses we pay to
our Advisor under the advisory management agreement if we internalize, our direct expenses would
include general and administrative costs, including legal, accounting and other expenses related to
corporate governance and SEC reporting and compliance. We would also incur the compensation and
benefits costs of our officers and other employees and consultants that are now paid by our Advisor or
its affiliates. In addition, we may issue equity awards to officers, employees and consultants, which
awards would decrease net income and modified funds from operations and may further dilute your
investment. We cannot reasonably estimate the amount of fees to our Advisor we would save and the
costs we would incur if we became self-managed. If the expenses we assume as a result of an
internalization are higher than the expenses we avoid paying to our Advisor, our net income per share
and modified funds from operations per share would be lower as a result of the internalization than it
otherwise would have been, potentially decreasing the amount of funds available to distribute to our
stockholders and the value of our shares.

As currently organized, we do not directly employ any employees. If we elect to.internalize our
operations, we would employ personnel and would be subject to potential liabilities commonly faced by
employers, such as workers disability and compensation claims, potential labor disputes and other
employee-related liabilities and- gnevances Nothing in our charter prohibits us from entering into the
transaction described above. :

Additionally, there is no assurance that internalizing our management functions will prove to be
beneficial to us and our stockholders. We could have difficulty integrating our management functions as
a stand-alone entity. As of December 31, 2012, certain personnel of our Advisor and its affiliates
perform property management, asset management and general and administrative functions, including
accounting and financial reporting, for multiple entities. We could fail to properly identify the
appropriate mix of personnel and capital needs to operate as a stand-alone entlty An inability to
manage an internalization transaction effectively could thus result in our incurring excess costs and/or
suffering deficiencies in our disclosure controls and procedures or our internal control over financial
reporting. Such deficiencies could cause us to incur additional costs, and our management s attention
could be diverted from most effectlvely managing our portfolio of investments.

If we were to internalize our management or if another investment program, whether sponsored by our
sponsor or otherwise, hires the employees of our Advisor in connection with its own internalization transaction
or otherwise, our ability to conduct our business may be adversely affected.

We rely on persons employed by our Advisor to manage our day-to-day operations. If we were to
effectuate an internalization of our Advisor, we may not be able to retain all of the employees of the
Advisor or to maintain a relatlonshlp with our sponsor. In addition, some of the employees of the
Advisor may provide services to one or more other investment programs. These programs or third
parties may decide to retain some or all of the Advisor’s key employees in the future. If this occurs,
these programs could hire certain of the persons currently employed by the Advisor who are most
familiar with our business and operations, thereby potentially adversely impacting our ‘business.
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We may incur costs associated wzth changing our name if we are no longer permitted to use “Behringer
Harvard” in our name. .

We entered into a service mark license 'a'g'reemeﬁt with Behringer Harvard Holdings for use of the
name “Behringer Harvard.” Pursuant to the agreement, when an affiliate of Behringer Harvard
Holdings no longer serves as one of our officers or directors, Behringer Harvard Holdings may
terminate our service mark license agreement and may require us-to change our name to eliminate the
use of the words “Behringer Harvard.” We will be required to pay any costs associated with changing
our name. ; :

Under certain circumstances, assets owned by a subsidiary REIT may be requtred to be disposed of via a sale
of capital stock rather than an asset sale.

Under certain circumstances, assets owned by a subs1d1ary REIT may be required to be disposed
of via a sale of capital stock rather than as asset sale by that subsidiary REIT, which may limit the
number of persons willing to acquire 1nd1rectly any assets held by that subsidiary REIT. As a result, we
may not be able to realize a return on our investment in a joint venture, such as a BHMP CO-JV with
our BHMP CO-Investment Partier, at the time or on the terms we desire.

The failure of any bank in which we deposit our funds could reduce the amount of cash we have available to
pay distributions and make additional investments. -

We invest our cash and cash equivalents between several banking institutions in an attempt to
minimize exposure to any one of these entities. However, the FDIC generally only insures limited
amounts per depositor per insured bank. As of December 31, 2012, we had cash and cash equivalents
and restricted cash deposited in interest bearing transaction accounts at certain financial institutions
exceeding these federally insured levels. If any of the banking institutions in which we have deposited
funds ultimately fails, we may lose our deposits over the federally insured levels. The loss of our
deposits could reduce the amount of cash we have available to distribute or invest.

Recent market disruptions may adversely impact aspects of our operating results and operating condition.

During 2011, the major credit agencies downgraded or placed under review the credit rating for
debt issued by the U.S. government and U.S. agencies, due in part to the political uncertainties over
U.S. debt limits. Congress subsequently enacted the American Taxpayer Relief Act of 2012 in an
attempt to eliminate the so called “fiscal cliff” in January 2013. However, there is continuing political
deadlock in the U.S. regarding the “debt ceiling” and there continues-to be a perceived risk of future
sovereign credit ratings downgrade of the U.S. government, including the ratings of the U.S. Treasury
securities. Failure of Congress to raise the “debt ceiling” and/or a downgrade of U.S. sovereign credit
ratings could negatively impact the credit ratings of instruments issued, insured or guaranteed by
institutions, agencies or instrumentalities directly linked to the U.S. government, such as debt issued by
Fannie Mae and Freddie Mac. In addition, although the European debt crisis has moderated, there is
some risk that higher-risk European countries could face pressure over proposed austerity measures or
levels of sovereign borrowings. These recent events may reduce investor confidence and lead to further
weakening of the U.S. and global economies. In particular, this could cause disruption in the capital
markets and impact the stability of future U.S. treasury auctions and the trading market for U.S.
government securities, resulting in 1ncreased interest rates and borrowing costs and less availability of
credit.

Our business may be affected by market and economic challenges experienced by the U.S. and
global economies or real estate industry as a whole or by the local economic conditions in the markets
in which our properties are located. These conditions may materially affect the value of our investment
properties, and may affect our ability to pay distributions, the availability or the terms of financing that
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we have or may anticipate utilizing, and our ability to make principal and interest payments on, or
refinance, any outstanding debt when due. These challenging economic conditions may also impact the
ability of certain of our tenants to enter into new leasing transactions or satisfy rental payments under
existing leases. Specifically, recent global market dlsruptlons may have many consequences including,
but not limited to, these listed below:

* significant job losses have occurred and may continue to occur, which may decrease demand for
our multifamily communities and result in lower occupancy levels, which will result in decreased
revenues and which could diminish the value of our properties, which depend, in part, upon the
cash flow generated by our properties;

* credit spreads for major sources of capital could widen as investors demand higher risk
premiums, resulting in lenders increasing the cost for debt financing;

* our ability to borrow on terms and conditions that we find acceptable, or at all, may be limited,
which could result in our investment operations generating lower overall economic returns and a
reduced level of cash flow, which could potentially impact our ability to make distributions to
our stockholders at current levels, reduce our ability to pursue acquisition opportumtles if any,
and increase our interest expense;

* a reduction in the amount of capital that is-available to finance real estate, which, in turn, «'cdul-d;
lead to a decline in real estate values generally, slow real estate transaction activity, reduce the
loan to value ratio upon which lenders are willing to lend, and result in difficulty refinancing our
debt; and ' '

* the value and liquidity of our short-term investments could be reduced as a result of the
dislocation of the markets for our short-term investments -and increased volatlhty in market rates
for such investments or other factors. -

Recent and ongoing governmental intervention in the global financial markets may adversely affect our
operating results and financial condition.

The pervasive and fundamental disruptions that the global financial markets have undergone has
led to extensive and unprecedented governmental intervention. Such intervention has in certain cases
been implemented on an “emergency” basis, suddenly and substantially. eliminating market participants’
ability to continue to implement certain strategies or manage the risk of their outstanding positions. In
addition, these interventions have typically been unclear in scope and application, resulting in confusion
and uncertainty, which in itself has been materially detrimental to the efficient functioning of the
markets as well as previously successful investment strategies. There is likely to be increased regulation
of the financial markets that could have a material impact on our operatlng results and financial
condition. :

We are uncertain of our sources for funding of future capital needs, which could adversely affect the value of
our investments.

Substantially all of the proceeds of the Initial Public Offering have been and will be used to make
investments in real estate and real estate-related assets and to pay various fees and expenses related to
the offering. We establish capital reserves on a property-by-property basis, as we deem appropriate. In
addition to any reserves we establish, a lender may require escrow of capital reserves in excess of our
established reserves. If these reserves are insufficient to meet our cash needs, we may have to obtain
financing from either affiliated or unaffiliated sources to fund our cash requirements. Accordingly, in
the event that we develop a need for additional capital in the future for the improvement of our
properties or for any other reason, we have not identified any sources for such funding, and we cannot
assure you that such sources of funding will be available to us for potential capital needs in the future.
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Recent disruptions in thé financial markets could adversely affect the multifamily property sector’s ability to
obtain financing and credit enhancement from Fannie Mae and Freddie Mac, which could adversely impact
us. ) '

Fannie Mae and Freddie Mac are major sources of financing for the multifamily sector. In
response to the deteriorating financial condition of Fannie Mae and Freddie Mac and the recent credit
market disruption, the U.S. Congress and Treasury undertook a series of actions to stabilize these
government-sponsored enterprises and the financial markets. Pursuant to legislation enacted in 2008,
the U.S. government placed both Fannie Mae and Freddie Mac under its conservatorship. Currently,
the U.S. government is discussing potential restructurings of Fannie Mae and Freddie Mac including
possible privatizations As a possible first step to these actions, in August 2012, the U.S. government
imposed minimum distribution requirements for Fannie Mae and Freddie Mac, generally equal to their
reported net income.

Currently, Fannie Mae and Freddie Mac remain active multifamily lenders. As of December 31,
2012, we and our Co-Investment Ventures secured approximately 69% of our financing through Fannie
Mae and Freddie Mac. However, there is 51gn1flcant uncertainty surrounding the futures of Fannie Mae
and Freddie Mac. In February 2011, the Obama administration released a report calling for the winding
down of the role that Fannie Mae and Freddie Mac play in the mortgage market. Should Fannie Mae
and Freddie Mac have their mandates changed or reduced, be disbanded or reorganized by the
government or otherwise discontinue providing liquidity to our sector, it would significantly reduce our
access to debt capital and/or increase borrowing costs. If new U.S. government regulations heighten
Fannie Mae’s and Freddie Mac’s underwriting standards, adversely affect interest rates and reduce the
amount of capital they can make available to the multifamily sector, it could have a material adverse
effect on both the multifamily sector and us because many private alternative sources of funding have
been reduced or are unavailable. Any potential reduction in loans, guarantees and credit-enhancement
arrangements from Fannie Mae and Freddie Mac could jeopardize the effectiveness of the multifamily
sector’s derivative securities market, potentially causing breaches in loan covenants, and through
reduced loan availability, impact the value of multifamily assets, which could impair the value of a
significant portion of multifamily communities. Specifically, the potential for a decrease in liquidity
made available to the multifamily sector by Fannie Mae and Freddie Mac could: (1) make it more
difficult for us to secure new takeout financing for current multifamily development projects; (2) hinder
our ability to refinance completed multifamily assets; (3) decrease the amount of available liquidity and
credit that could be used to further diversify our portfolio of multifamily assets; and (4) require us to
obtain other sources of debt capital with potentially different terms.

To hedge against exchange rate and interest rate fluctuations, we may use derivative financial instruments that
may be costly and ineffective and may reduce the overall returns on your mvestment and affect cash available
Jor distribution to our stockholders.

We may use derivative financial instruments to hedge exposures to changes in exchange rates and
interest rates on loans secured by our assets and investments in commercial mortgage-backed securities.
Derivative instruments may include interest rate swap contracts, interest rate cap or floor contracts,
futures or forward contracts, options or repurchase agreements. Our actual hedging decisions are
determined in light of the facts and circumstances existing at the time of the hedge and may differ
from time to time. Qur hedging may fail to protect or could adversely affect us because, among other
things: v

* interest rate hedgmg can be expenswe particularly during periods of rlslng and volatile interest
‘rates;

« available interest rate hedging may not correspond dlrectly with the interest rate risk for which
protection is sought :
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+ the duration of the hedge may not match the duration of the related liability or asset;

* the amount of income that a REIT may earn from hedging transactions to offset interest rate
losses is limited by federal tax provisions governing REITS;

* the credit quality of the party Qwing money on the hedge may be downgraded to such an extent
that it impairs our ability to sell or assign our side of the hedging transaction;

* the party owing money in the hedging transaction may default on its obligation to pay; and

» we may purchase a hedge that turns out not to be necéssary, ie.,a hédge that is out of the
money. '

Any hedging activity we engage in may adversely affect our earnings, which could adversely affect
cash available for distribution to our stockholders. Therefore, while we may enter into such transactions
to seek to reduce interest rate risks, unanticipated changes in interest rates may result in poorer overall
investment performance than if we had not engaged in any such hedging transactions. In addition, the
degree of correlation between price movements of the instruments used in a hedging strategy and price
movements in the portfolio positions being hedged or liabilities being hedged may vary materially.
Moreover, for a variety of reasons, we may not seek to establish a perfect correlation between such
hedging instruments and the portfolio holdings being hedged. Any such imperfect correlation may
prevent us from achieving the intended accounting "ﬂcreatment and may expose us to risk of loss.

To the extent that we use derivative financial instruments to hedge against exchange rate and.
interest rate fluctuations, we will be exposed to credit risk, basis risk and legal enforceability risks. In
this context, credit risk is the failure of the counterparty to perform under the terms of the derivative
contract. If the fair value of a derivative contract is positive, the counterparty owes us, which creates
credit risk for us.We intend to manage credit risk by dealing only with major financial institutions that
have high credit ratings. Basis risk occurs when the index upon which the centract is based is more or
less variable than the index upon which the hedged asset or liability is based, thereby making the hedge
less effective. We intend to manage basis risk by matching, to a reasonable extent, the contract index to
the index upon which the hedged asset or liability is based. Finally, legal enforceability risks encompass
general contractual risks, including the risk that the counterparty will breach the terms of, or fail to
perform its obligations under, the derivative contract. We intend to manage legal enforceability risks by
ensuring, to the best of our ability, that we contract with reputable counterparties and that each
counterparty complies with the terms and conditions of the derivative contract. If we are unable to
manage these risks effectively, our results of operations, financial condition and ability to make
distributions to you will be adversely affected.

Hedging instruments often are not traded on regulated exchanges, guaranteed by an exchange or its clearing
house, or regulated by any U.S. or foreign governmental authorities and involve risks and costs.

The cost of using hedging instruments increases as the period covered by the instrument increases
and during periods of rising and volatile interest rates. We may increase our hedging activity and thus
increase our hedging costs during periods when interest rates are volatile or rising and hedging costs
have increased. In addition, hedging instruments involve risk since they often are not traded on
regulated exchanges, guaranteed by an exchange or its clearing house, or regulated by any U.S. or
foreign governmental authorities. Consequently, there are no requirements with respect to record
keeping, financial responsibility or segregation of customer funds and positions. Furthermore, the -
enforceability of agreements underlying derivative transactions may depend on compliance with
applicable statutory, commodity and other regulatory requirements and, depending on the identity of
the counterparty, applicable international requirements. The business failure of a hedging counterparty
with whom we enter into a hedging transaction will most likely result in a default. Default by a party
with whom we enter into a hedging transaction may result in the loss of unrealized profits and force us
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to cover our resale- commitments, if any; at the then current market price. Although generally we will -
seek to reserve the right to terminate our hedging positions, it may not always.be possible to dispose of
or close out a hedging position without the consent of the hedging counterparty, and we may not be
able to enter into an offsetting contract in order to cover our risk. We cannot be certain that a liquid
secondary market will exist for hedging instruments purchased or sold and we may be required to
maintain a position until exercise or expiration, which could result in losses.

Complying with REIT requiremenis may limit our ability to hedge ejfectively.

The REIT provisions of the Internal Revenue Code may limit our ability to hedge the risks
inherent to our operations. From time to time, we may enter into hedging transactions with respect to
one or more of our assets or liabilities. Our hedging activities may include entering into interest rate
swaps, caps, and floors, options to purchase such items, and futures and forward contracts. Income and
gain from “hedging transactions” will be excluded from gross income for purposes of both the:75% and
95% gross income tests. A “hedging transaction” for these purposes means either (1) any transaction
entered into.in the normal course of our trade or business primarily to manage the risk of interest rate,
price changes, or cuirency fluctuations with respect to borrowings made or to be made, or ordinary
obligations incurred or to be incurred, to acquire or carry real estate assets and (2) any tfansaction
entered into primarily to:manage the risk of currency fluctuations with respect to any item of income
or gain that would be qualifying income under the. 75% or 95% gross income test (or any property
which generates such income or gain). We are required to clearly identify any such hedging transaction
before the close of the day on which it was acquired, originated, or entered into and to satisfy other
identification requirements. We intend to structure any hedging transactlons in a manner that does not
]eopardlze our quahﬁcatlon as a REIT

Thereé can be no assurance that the direct or mdtrect effects of the Dodd-Frank Wall Street Reform and
Consumer Protection Act, enacted in July 201 0 for the purpose of stabilizing or rqformmg the financial
markets, will not have an adverse ejfect on our mterest rate hedgmg activities.

On July 21, 2010, the Dodd-Frank Wall Street Reform and Consumer Protectlon Act (the “Dadd-
Frank Act”) became law in the United States. Title VII of the Dodd-Frank Act contains a sweeping
overhaul of the regulation of privately negotiated derivatives. The provisions of Title  VII became
effective on July 16, 2011 or, with respect to particular provisions, on such other date specified in the
Dodd-Frank Act or by subsequent rulemaking. While the full impact of the Dodd-Frank Act on our
interest rate hedging activities cannot be assessed. until implementing rules and regulations are
promulgated, the requirements of Title VII may affect our ability to enter into hedging or other risk
management transactions, may increase our costs in entering:into such transactions, and may result in
us entering into such transactions on more unfavorable terms than prior to effectiveness of the Dodd-
Frank Act. The occurrence of any of the foregoing events may have an adverse effect on our business.

Breaches of ours or our Advisor’s data security could materially harm our business and reputation

We, our Advisor and its affiliates collect and retain certain personal information provided by our
investors, tenants and employees. While we, our Advisor and its affiliates have implemented a variety
of security measures to protect the confidentiality of this information and periodically review and
improve their security measures, there can be no assurance that we will be able to prevent
unauthorized access to this information. Any breach of these data security measures and loss of this
information may result in legal liability and costs (including damages and penalties), as well as damage
to our reputation that could materially and adversely affect our business and financial performance.
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Your investment return may be reduced if we are required to register as an investment company under the
Investment Company Act; if we or our subsrdtanes become an unregzstered investment company,.we could not.
continue our business. ; :

Neither we nor any of our subsidiaries intend to register as investment companies under the
Investment Company Act of 1940, as amended (the “Investment Company Act”). If we or any of our
subsidiaries were obligated to register as investment companies, we would have to comply with a variety
of substantive requirements under the Investment Company Act that impose, among other things:

* limitations on capital structure;
* restrictions on specified investments;
* prohibitions on transactions with affiliates; and

. compliance with reporting, record keeping, voting, proxy disclosure and other rules and
regulations that would significantly increase our operating expenses.

Under the relevant provisions of Section 3(a)(1) of the Investment Cornpany Act, an 1nvestment ;
company” is any issuer that: :

* is or holds itself out as being engaged primarily, or proposes to engage primarlly, in the busmess
of investing, reinvesting or trading in securities, which criteria we refer to.as the primarily
engaged test; and ; : ‘

* is engaged or proposes to engage in the business of 1nvest1ng, reinvesting, owning, holding or.
trading in securities and owns or proposes to acquire “investment securities” having a value
exceeding 40% of the value of such issuer’s total assets on an unconsolidated basis, which -
criteria we refer to as the 40% test. “Investment securities” excludes U.S. government securities
and securities of majority owned subsidiaries that are not themselves mvestment companies and
are not relying on the exception from the definition of investment company under
Section 3(c)(1) or Section 3(c)(7) (relating to private investment companies).

We believe that we and our operating partnership satisfy both tests above. With respect' to the 40%
test, most of the entities through which we and our operating partnership own our assets are majority
owned subsidiaries that are not themselves investment companies and are not relying on the exceptions
from the definition of investment company under Section 3(c)(1) or Section 3(c)(7).

With respect to the primarily engaged test, we and our operating partnership are holding
companies. Through the majority owned subsidiaries of our operating partnership, we and our
operating partnership are primarily engaged in the non- mvestment company businesses of these
subsidiaries. :

We believe that most of the subsidiaries of our operating partnership may rely on
Section 3(c)(5)(C) of the Investment Company Act for an exception from the definition of an
investment company. (Any other subsidiaries of our operating partnership should be able to rely on the
exceptions for private investment companies pursuant to Section 3(c)(1) and Section 3(c)(7) of the
Investment Company Act.) As reflected in no-action letters, the SEC staff’s position:on
Section 3(c)(5)(C) generally requires that an issuer maintain at least 55% of its assets in “mortgages
and other liens on and interests in real estate,” or qualifying assets; at least 80% of its assets in
qualifying assets plus real estate-related assets; and no more than 20% of the value of its assets in
other than qualifying assets and real estate-related assets, which we refer to as miscellaneous assets. To
constitute a qualifying asset under this 55% requirement, a real estate interest must meet various
criteria based on no-action letters.

If, however, the value of the subsidiaries of our operating partnership that must rely on
Section 3(c)(1) or Section 3(c)(7) is greater than 40% of the value of the assets of our operating
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partnership, then we and operating partnership may seek to rely on the exception from registration
under Section 3(c)(6) if we and our operating partnership are “primarily engaged,” through majority
owned subsidiaries, in the business of purchasing or otherwise acquiring mortgages and other interests
in real estate. The SEC staff has issued little interpretive guidance with respect to Section 3(c)(6);
however, it is our view: that we and our operating partnership may rely on Section 3(c)(6) if 55% of the
assets of our operating partnership consist of; and at least:55% of the income of our operating
partnership is derived from, majority owned subsidiaries that rely on Section 3(c)(5)(C).

To maintain compliance with the Investment Company Act, our subsidiaries may bé unable to sell
assets we would otherwise want them to sell and may need to sell :assets we would otherwise wish them:
to retain. In addition, our subsidiaries may have to acquire additional assets that they might not
otherwise have acquired or may have to forego opportunities to make investments that we would
otherwise want them to make and would be important to our investment strategy. Moreover, the SEC
may issue interpretations with respect to various types of ‘assets.that are contrary to our views and
current SEC staff interpretations are subject to change, which increases the risk of non:-compliance and
the risk that we may be forced to make adverse changes to our portfolio.

If we were required to register as an investment company but failed to do so, we would be
prohibited from engaging in our business and criminal and civil actions could be brought against us. In
addition, our contracts would be unenforceable unless a court required enforcement and : a court could
appoint a receiver to take control of us and hquldate our busmess

Rapid Vchanges in the values of potential investments in commercial mortgage-backed securities or other real
estate-related investments may make it more difficult for us to maintain our qualtﬁcatton as a REIT or
exception from the Investment Company Act.

If the market value or income potential of our real ‘estate-related investments, 1nclud1ng potential.
investments in commercial mortgage-backed securities, declines as a result of increased interest rates,
prepayment rates or other factors, we may need to increase our real estate investments and ‘income:
and/or liquidate our non-qualifying assets in order to maintain our REIT qualification or our exception
from registration under the Investment Company Act. If the decline in real estate asset valués and/or
income occurs quickly, this may be especially difficult to accomplish. This difficulty may be exacerbated
by the illiquid nature of any non-real estate assets that we may own. We may have to make investment
decisions that we otherw15e would not make absent REIT and Investment ~Company Act considerations.

RlSkS Related to our Common Stock

There is no publzc trading market for shares of our common stock therefore, it will be difficult for you to sell
your shares. If you sell your shares outside of our share redemption program, you may have to sel[ them at a
substantial discount from our estimated value per share.

There is no public market for our shares of common stock. In addition, if you sell your shares
outside of our share redemption program, you may have to sell them at a substantial discount from our
estimated value per share. The minimum purchase requirements and suitability standards imposed on
prospective investors in our completed Initial Public Offering also apply to subsequent purchasers of
our shares. If you are able to find a buyer for your shares outside of our share redemption program,
you may not sell your shares to such buyer unless the buyer meets certain applicable blue sky (state-
mandated) suitability standards, which may inhibit your ability to sell your shares. With respect to our
share redemption program, it was recently suspended effective with redemptions being sought in the
second quarter of 2012 and has been reinstated effective with redemptions being sought in the second
quarter of 2013. Our share redemption program has:volume limitations and our board of directors may
reject any request for redemption of shares or amend, suspend or terminate our share redemption
program at any time. Therefore, it may be difficult for you to sell your shares promptly or at all. You
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may not be able to sell your shares in the event of an emergency, and, if you.are able to sell your
shares, you may have to sell them at a substantial discount from the estimated value per share. It is”
also likely that your shares would not be accepted as the prlmary collateral for aloan:

The estimated per share value of our common stock determmed pursuant to our valuation polz'cy 1is subject to
certain limitations and qualifications and may not reflect the amount you would obtain zf you tried to sell -
your shares or if we liquidated:our assets. : :

We adopted a Second Amended and Restated Policy for Estimation of Common Stock Value,
effective March 19, 2012. Effective-on March 1, 2013, pursuant to our valuation policy, our board of ..
directors established an estimated per share value of our common stock 0f'$10.03 per share. For -
information regarding our estimated value per share, see Part II, Item 5, “Market: for Registrant’s
Common Equity, Related Stockholder Matters, and Issuer Purchases of Equity Securities—Market
Information” of this Annual Report on Form 10-K. As with-any valuation methodology, the: :
methodologies used to determine the estimated value per share is based upon a numbet of estimates. .
and assumptions that may prove later to be inaccurate or incomplete. Further, different market
participants using different assumptions and estimates could derive different estimated values or
estimated values per share. The estimated value per share determined by our board of directors does
not represent the fair value of our assets less liabilities in accordance with U.S. generally accepted
accounting principles, and such estimated value per share is not a representation, warranty or
guarantee that (i) a stockholder would be able to realize the estimated share value if such’ stockholder
attempts to sell his or her shares; (ii) a stockholder would ultimately realize distributions per share
equal to the estimated value per share upon our liquidation or sale; (iii) shares of our common stock
would trade at the estimated value per share on a national securities exchange (1v) a th1rd party would
offer the estimated value per share in an arm’s-length transaction to purchase all or substantially all of
our shares of common stock; or (v) the methodologies used to: estimate the: value per share would be
acceptable to FINRA. In addition, we can make no claim as to whether the estimated value will-or will
not satisfy the applicable annual valuation requirements under ERISA and the Code with respect-to
employee benefit plans subject to the ERISA and other retirement plans or accounts sub]ect to
Section 4975 of the Code that are 1nvest1ng in our shares.

The estimated value of our shares was calculated as of specific date. The estlmated value of our
shares is expected to fluctuate over time in response to, including but not limited to, changes in
multifamily capltahzatlon rental, growth and fmancmg interest rates, réturns on competing
investments, changes in administrative costs, changes in the amount of common shares outstandmg and
the proceeds obtained for any common stock transactions and local and national economic
expectations. Further, as we are still investing-proceeds. from our Initial Public Offering and completing
the execution of our developments, the composition of our portfolio and the related multifamily
fundamentals could change over time. As a result, stockholders should not rely on the estimated:value
per share as being an accurate measure of the then current value of our shares of common stock in
making an investment decision, including whether to ténder shares for redemption under our share
redemption program or reinvest distributions by participating in the DRIP.

You may not be able to sell your shares to us under the share rédemptiort program.

Our board of directors may-amend, suspend or terminate our share redemption program at any
time. It was recently suspended effective with redemptions being sought in the second quarter of 2012
and has been modified and reinstated effective with redemptions being sought in the second quarter of
2013. Our board of directors may reject any requést for redemption of shares. Further, there are many
limitations on your ability to sell your shares pursuant to the share redemption program. Any :
stockholder requesting repurchase of their shares pursuant to our share redemption program will be
required to certify to us that-such stockholder either (1) acquired the shares requested to be
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repurchased directly from us or (2)-acquired the shares from the original investor by way of a bona fide
gift not for value to, or for the benefit of, a member of the stockholder’s immediate or extended
family, or through a transfer to a custodian, trustee or other fiduciary for the account of the
stockholder or his or her immediate or extended family in connection with an estate planning
transaction, including by bequest or inheritance upon death or operation of law.

In addition, our share redemption program contains other restrictions and limitations. We cannot
guarantee that we will accommodate all redemption requests made in any particular redemption period.
A quarterly funding limit has been established of $7 million per quarter (which our board of directors
may increase or decrease from time to time). As a result of this limit, the recent suspension of the
program, the modifications to the program and the new estimated share value, there is significant
uncertainty as to the number of redemption requests that we will receive and whether we have
sufficient capacity to accept all submissions under our funding limit. If we do not redeem all shares
presented for redemption during any period in which we are redeeming shares, then all shares will
generally be redeemed on a pro rata basis during the relevant period. With respect to any pro rata
treatment, redemptions sought upon a stockholder’s death, qualifying disability or confinement to a
long-term care facility will be considered first, as a group, with any remaining available funds allocated
pro rata among requests for ordinary redemptions. Generally, no outstanding requests for ordinary
redemptions will be satisfied until all outstanding requests for redemptions sought upon a stockholder’s
death, qualifying disability or confinement to a long-term care facility are satisfied in full. You must
hold your shares for at least one year prior to seeking redemption under the share redemption
program, except that our board of directors will waive this one-year holding requirement with respect
to redemptions sought upon a stockholder’s death, qualifying disability or confinement to a long-term
care facility. Our board of directors may also waive this one-year holding requirement for other exigent
circumstances affecting a stockholder such as bankruptcy or a mandatory distribution requirement
under a stockholder’s IRA, or with respect to shares purchased through our distribution reinvestment
plan. We will not redeem, during any twelve-month period, more than 5% of the weighted average
number of shares outstanding during the twelve-month period immediately prior to the date of
redemption.

In addition, while we have sufficient cash reserves as of December 31, 2012, in future periods we
may not have sufficient funds to redeem shares. Historically, certain other Behringer Harvard
sponsored real estate programs have limited redemptions in order to conserve capital.

If you are able to resell your shares to us pursuant to our share redemption program, you may receive less
than the current estimated share value pursuant to our valuation policy.

Except for redemptions sought upon a stockholder’s death, qualifying disability or confinement to -
a long-term care facility, the purchase price per share redeemed under our share redemption program
will equal the lesser of (i) 85% of the current estimated share value pursuant to our valuation policy
and (ii) the average price per share the original purchaser or purchasers of shares paid to us for all of
his or her shares (as adjusted for any stock dividends, combinations, splits, recapitalizations and the like
with respect to our common stock) (the “Original Share Price”) less the aggregate of any special
distributions so designated by our board of directors, distributed to stockholders prior to the
redemption date and declared from the date of first issue of such redeemed shares (the “Special
Distributions™). For redemptions sought upon a stockholder’s death, qualifying disability or confinement
to a long-term care facility, the purchase price per share redeemed under our share redemption
program will equal the lesser of: (i) the current estimated share value pursuant to our valuation policy
and (ii) the Original Share Price less any Special Distributions. Accordingly, you may receive less than
the current estimated share value pursuant to our valuation policy by selling your shares back to us.
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We may not successfully implement our exit strategy, in which case you may have to hold your investment for
an indefinite period.

Depending upon then-prevailing market conditions, we intend to begin to consider the process of
liquidating and distributing cash or listing our shares on a national securities exchange within four to
six years after the termination of our Initial Public Offering (which terminated on September 2, 2011).
If we have not begun the process to list our shares for trading on a national securities exchange or to
liquidate at any time after the sixth anniversary of the termination of our Initial Public Offering, unless
such date is extended by our board of directors. including a majority of our independent directors, we
will furnish a proxy statement to stockholders to vote on a proposal for our orderly liquidation upon
the written request of stockholders owning 10% or more of our outstanding common stock. The
liquidation proposal would include information regarding appraisals of our portfolio. By proxy,
stockholders holding a majority of our shares could vote to approve our liquidation. If our stockholders
did not approve the liquidation proposal, we would obtain new appraisals and resubmit the proposal by
proxy statement to our stockholders up to once every two years upon the written request of
stockholders owning 10% or more of our outstanding common stock.

Market conditions and other factors could cause us to delay the listing of our shares on a national
securities exchange or to delay the commencement of our liquidation beyond six years from the
termination of our Initial Public Offering. If so, our board of directors and our independent directors
may conclude that it is not in our best interest for us to furnish a proxy statement to stockholders for
the purpose of voting on a proposal for our orderly liquidation. Our charter permits our board of
directors, with the concurrence of a majority of our independent directors, to defer the furnishing of
such a proxy indefinitely. Therefore, if we are not successful in implementing our exit strategy, your
shares will continue to be illiquid and you may, for an indefinite period of time, be unable to convert
your investment into cash easily and could suffer losses on your investment.

Your interest in us will be diluted if we issue additional shares, which could reduce the overall value of your
investment. '

Our stockholders do not have preemptive rights to any shares issued by us in the future. Our
charter currently has authorized 1,000,000,000 shares of capital stock, of which 875,000,000 shares are
designated as common stock, 124,999,000 shares are designated as preferred stock and 1,000 shares are
designated as convertible stock. Subject to any limitations set forth under Maryland law, our board of
directors may amend our charter to increase the number of authorized shares of capital stock, or
increase or decrease the number of shares of any class or series of stock designated, and may classify or
reclassify any unissued shares without the necessity of obtaining stockholder approval. Shares will be
issued in the discretion of our board of directors. Investors will likely experience dilution of their equity
investment in us in the event that we: (1) sell shares pursuant to our distribution reinvestment plan or
in future public or private offerings; (2) sell securities that are convertible into shares of our common
stock; (3) issue shares of common stock upon the conversion of our convertible stock; (4) issue shares
of common stock upon the exercise of any options granted to our independent directors or employees
of our Advisor and BHM Management, our property manager and an affiliate of our Advisor, or their
duly licensed affiliates; (5). issue restricted stock or other awards pursuant to our Incentive Award Plan;
(6) issue shares to our Advisor, its successors or assigns, in payment of an outstanding fee obligation as
set forth under our advisory management agreement; or (7) issue shares of our common stock to sellers
of properties acquired by us in connection with an exchange of limited partnership interests of
Behringer Harvard Multifamily OP I. In addition, the partnership agreement for Behringer Harvard
Multifamily OP I contains provisions that allow, under certain circumstances, other entities, including
other Behringer Harvard sponsored programs, to merge into or cause the exchange or conversion of
their interest for interests of Behringer Harvard Multifamily OP I. Because the limited partnership
interests of Behringer Harvard Multifamily OP I may be exchanged for shares of our common stock,
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any merger, exchange or conversion between Behringer Harvard Multifamily OP I and another entity
ultimately could result in the issuance of a substantial number of shares of our common stock, thereby
diluting the percentage ownership interest of other stockholders. Because. of these and other reasons
described in this “Risk Factors” section, you should not expect to be able to own a significant
percentage of our shares. '

A limit on the number of shares a person may own may discourage a takeover.

Our charter, with certain exceptions, authorizes our directors to take such actions as are necessary
and desirable to preserve our qualification as a REIT. Unless exempted by our board of directors, no
person may own more than 9.8% of our outstanding common or preferred stock, in value or number of
shares, whichever is more restrictive. This restriction may have the effect of delaying, deferring or
preventing a change in control of us, including an extraordinary transaction (such as a merger, tender
offer or sale of all or substantially all of our assets) that might otherwise provide our stockholders with
the opportunity to receive a control premium for their shares.

Our charter permits our board of directors to issue stock with terms that may subordinate the rights of the
holders of our current common stock or discourage a third party from acquiring us.

Our charter permits our board of directors to issue up to 1,000,000,000 shares of capital stock. Our
board of directors, without any action by our stockholders, may: (1) increase or decrease the aggregate
number of shares; (2) increase or decrease the number of shares of any class or series we have
authority to issue; or (3) classify or reclassify any unissued common stock or preferred stock and
establish the preferences, conversion or other rights, voting powers, restrictions, limitations as to
distributions, qualifications or terms or conditions of redemption of any such stock. Thus, our board of
directors could authorize the issuance of such stock with terms and conditions that could subordinate
the rights of the holders of our current common stock or have the effect of delaying, deferring or
preventing a change in control of us, including an extraordinary transaction (such as a merger, tender
offer or sale of all or substantially all of our assets) that might provide a premium price for holders of
our common stock.

Maryland law prohibits certain business combinations, which may make it more difficult for us to be
acquired. e S

Under Maryland law, “business combinations” between a Maryland corporation and an “interested
stockholder” or an affiliate of an interested stockholder are prohibited for five years after the most
recent date on which the interested stockholder becomes an interested stockholder. These business
combinations include a merger, consolidation, share exchange, or, in circumstances specified in the
statute, an asset transfer or issuance or reclassification of equity securities. An interested stockholder is
defined as:

« any person who beneficially owns 10% or more of the voting power of the then outstanding
voting stock of the corporation; or

» an affiliate or associate of. the corporation who, at any time within the two-year period prior to
the date in question, was the beneficial owner of 10% or more of the voting power of the then
outstanding voting stock of the corporation.

. A person is not an interested stockholder under the statute if our board of directors approved in.
advance the transaction by which the person otherwise would have become an interested stockholder.
However, in approving a transaction, our board of directors may provide that its approval is subject to
compliance, at or after the time of approval, with any terms and conditions determined by the board.
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After the expiration of the five-year period described above, any business combination between the
Maryland corporation and an interested stockholder must generally be recommended by our board of
directors of the corporation and approved by the affirmative vote of at least:

* 80% of the votes entitled to be cast by holders of the then outstanding shares of voting stock of
the corporation; and

* two-thirds of the votes entitled to be cast by holders of voting stock of the corporation other
than shares held by the interested stockholder with whom or with whose affiliate the business
combination is to be effected or held by an affiliate or associate of the interested stockholder.

These super-majority vote requirements do not apply if the corporation’s common stockholders
receive a minimum price, as defined under Maryland law, for their shares in the form of cash or other
consideration in the same.form as previously paid by the interested stockholder for its shares. Maryland
law also permits various exemptions from these provisions, including business combinations that are
exempted by our board of directors before the time that the interested stockholder becomes an
interested stockholder. The business combination statute may discourage others from trying to acquire
control of us and increase the difﬁculty of consummating any offer. :

Maryland law also limits the ablllty of a third party to buy a Iarge stake in us and exercise voting power in
electing directors.

Maryland law provides a second anti-takeover statute, the Control Share Acquisition Act, which
provides that “control shares” of a Maryland corporation acquired in a “control share acquisition” have
no voting rights except to the extent approved by the corporation’s disinterested stockholders by a vote
of two-thirds of the votes entitled to be cast on the matter. Shares of stock owned by interested
stockholders, that is, by the acquirer, by officers or by directors who are employees of the corporation,
are excluded from the vote on whether to accord voting rights to the control shares. “Control shares”
are voting shares of stock that would entitle the acquirer to exercise voting power in electing directors
within specified ranges of voting power. Control shares do not include shares the acquiring person is
then entitled to vote as a result of having previously obtained stockholder approval. A “control share
acquisition” means the acquisition of control shares. The Control Share Acquisition Act does not apply -
(1) to shares acquired in a merger, consolidation or share exchange if the corporation is a party to the
transaction or (2) to acquisitions approved or exempted by a corporation’s charter or bylaws. Our
bylaws contain a provision exempting from the Control Share Acquisition Act any and all acquisitions
by any person of shares of our stock. We can offer no assurance that this provision will not be
amended or eliminated at any time in the future. This statute could have the effect of discouraging
offers from third parties to acquire us and increasing the difficulty of successfully completing this type
of offer by anyone other than our affiliates or any of their affiliates.

Our charter includes an anti-takeover provision that may discourage a stockholder from launching a tender
offer for our shares.

Our charter provides that any tender offer made by a stockholder, including any “mini-tender”
offer, must comply with most provisions of Regulation 14D of the Exchange Act. The offering
stockholder must provide our company notice of such tender offer at least ten business days before
initiating the tender offer. If the offering stockholder does not comply with these requirements, our
company will have the right to redeem that stockholder’s shares and any shares acquired in such tender
offer. In addition, the non-complying stockholder shall be responsible for all of our company’s expenses
in connection with that stockholder’s noncompliance. This provision of our charter may discourage a
stockholder from initiating a tender offer for our shares and prevent you from receiving a premium
price for your shares in such a transaction.
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Stockholders have limited control over changes in our policies and operations.

Our board of directors determines our ma]or pohc1es 1nclud1ng our pohcres regarding ﬁnancmg,
growth debt capitalization, REIT qualification and distributions. Our board of directors may amend or
revise these and other policies without a vote of the stockholders. Our charter sets forth the
stockholder voting rights required to be set forth therein under the Statement of Policy Regarding Real
Estate Investment Trusts adopted by the North American Securities Administrators Association on
May 7, 2007 (the “NASAA REIT Guidelines”). Under our charter and the Maryland Géneral
Corporatlon Law, our stockholders currently have a right to vote only on the following matters:

 the election or removal of directors;

* any amendment of our charter, except that our board of directors may amend our charter
without stockholder approval to:

. change our name;
+ increase or decrease the aggregate number of our shares,

« increase or decrease the number of our shares of any class or series that we have the
authority to issue;

* classify or reclassify any unissued shares by settlng or changmg the preferences, conversion
or other rights, restrictions, limitations as to distributions, qua11f1cat10ns or terms and
conditions of redemption of such shares;: :

« effect reverse stock splits; and

* after the listing of our shares of common stock on a nat1ona1 securities exchange, opt into
any of the provisions of Subtitle 8 of Title 3 of the Maryland General Corporatlon Law;

*a reorganlzatlon as provided in our charter
* -our liguidation and dissolution; and .

* our being a party to any merger consolidation, sale or other disposition of substantially all of
our assets (notw1thstand1ng that Maryland law may not requlre stockholder approval)

All other matters are subject to the discretion of our board of directors.

Our board of directors may change our investment policies and objectives generally and at the individual
investment level without stockholder approval, which could alter the nature of your investment.

Our charter requires that our mdependent ‘directors review our investment pol1c1es with sufficient
frequency and at least annually to determine that the policies we are followrng are in the best interest
of the stockholders. In addition to our investment policies and objectives, we may also change our
stated strategy for any investment in an individual property. These policies may change over time. The
methods of implementing our investment policies may also vary, as new investment techniques are
developed. Our investment policies, the methods for their implementation, and our other objectives,
policies and procedures may be altered by our board of directors without the approval of our
stockholders As a result, the nature of your investment could change wrthout your consent.

Our rights and the rights of our stockholders to recover claims against our independent directors are limited, |
which could reduce your and our recovery against them if they negligently cause us to incur losses.

Maryland law provides that a director has no liability in that capacity if he performs his duties in
good faith, in a manner he reasonably believes to be in our best interests and with the care that an
ordinarily prudent person in a like position would use under similar circumstances. Our charter
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provides that generally no independent director shall be liable .to us or our stockholders for monetary
damages and that we will generally indemnify them for losses unless they are grossly negligent or
engage in willful misconduct. As a result, you and we may have more limited rights against our
independent directors than might otherwise exist under common law, which could reduce your and our
recovery from these persons if they act in a negligent manner. In addition, we may be ~obligated to fund
the defense costs incurred by our independent directors (as well as by our other directors, officers,
employees of our Advisor and its affiliates and agents) in some cases, ‘which would decrease the cash
otherwise available for distributions to you. We will also purchase and maintain insurance on behalf of
all of our directors and officers against liability asserted against or incurred by them in their official
capacities with us, whether we are required or have the power to indemnify them against the same
liability.

Risks Related to Conflicts of Interest

We will be subject to conflicts of interest arising out of our relationships with our Advisor and its affiliates,
including the material conflicts discussed below. :

Because a number of Behringer Harvard sponsored real estate programs use investment strategies that are
similar to ours, our Advisor and its and our executive officers will face conflicts of interest relating to the
purchase of properties and other real estate-related assets, and such conflicts may not be resolved in our favor.

There may be periods during which one or more Behringer: Harvard sponsored programs are
seeking to invest in similar properties and other real estate-related investments. In particular, Behringer
Harvard Opportunity REIT II (which terminated a follow-on public offering in 2012) has raised
significant offering proceeds for investment in a broad range of property types, including multifamily
communities, and Adaptive Real Estate Income Trust.(a recently organized program that has filed with
the SEC a registration statement relating to a planned initial public offering, but which has not yet
commenced its offering) is seeking to raise significant offering proceeds for a broad spectrum of
potential investments. As a result, we may be buying properties and other real estate-related
investments at the same time as one or more of the other Behringer Harvard spensored programs
managed by officers and employees of our Advisor and/or its affiliates, and these other Behringer
Harvard sponsored programs may use investment strategies that are similar to ours. Our executive
officers and the executive officers of our Advisor are also the executive officers of other Behringer
Harvard sponsored REITS and their.advisors, the general partners of Behringer Harvard sponsored
partnerships and/or the advisors or fiduciaries of other Behringer Harvard sponsored programs, and
these entities are and will be under common control. There is a risk that our Advisor will choose a:
property that provides lower returns to us than a property purchased by another Behringer Harvard
sponsored program. In the event these conflicts arise, we cannot assure you that our best interests will
be met when officers and employees acting on behalf of our' Advisor and on behalf of advisors and
managers of other Behringer Harvard sponsored programs decide whether to allocate any particular
property to us or to another Behringer Harvard sponsored program or affiliate of our Advisor, which
may have an investment strategy that is similar to ours. In addition, we may ‘acquire properties in
geographic areas where other Behringer Harvard sponsored programs own properties. Similar conflicts
of interest may apply if our Advisor determines to make or purchase mortgage, bridge or mezzanine
loans or participations in mortgage, bridge or mezzanine loans on our behalf, because other Behringer
Harvard sponsored programs may be competing with us for such investments. You will not have the
opportunity to evaluate the manner in which these conflicts of interest are resolved.
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Behringer Harvard Multifamily Advisors I and its affiliates, including all of our executive officers;. will face
conflicts of interest caused by their compensation arrangements with. us, which could result in actwns that are
not in the long-term best. interests of our stockholders. S ST : i R '

Our Advisor, Behringer Harvard Mult1fam1ly Advisots I and its affiliates and our property
manager, are: entitled to substantlal fees from us under the terms of the advisory management
agreement and property management agreement. All of our executive officers are employed by
affiliates of our Advisor and have an economic-incentive in the profitability of the Advisor and its
affiliates through long-teim incentive plan compensation that is based on certain economic performance
metrics for the Advisor and its affiliates. These fees could influence our Advisor’s advice to us as well
as the judgment. of affiliates of our-Advisor performing services for us, including all of our officers.
Among other matters; these compensation arrangements could affect their judgment with respect to:

"¢ the continuation, renewal or enforcement of our agreements with our Advisor and its affiliates,
1nc1ud1ng the adv1sory management agreement and the property management agreement

* public offerings of equity by us, which may entitle an affiliate of our Advisor to dealer—manager
fees and will likely entitle our Advisor to increased acquisition and asset management fees;

* property sales, which may result in the issuance to our Advisor of shares of our common stock
through the conversion of our convertible stock;

* property acquisitions from other Behringer Harvard sponsored programs, which might entitle
affiliates of our Advisor to real estate commissions and possible success-based sale fees in
connection with its services for the seller; :

~ * property acquisitions from thlrd parties, wh1ch entitle our Advisor to acqu1s1t1on fees and asset
management fees;

* borrowings to acquire propert1es which borrowmgs w1ll increase the acqu1s1t1on and asset
management fees payable to our Advisor;

« determining the compensation paid to employees for services provided to us, Whlch could be
influenced in part by whether the Adv1sor is reimbursed by us for the related salanes and
benefits;

* whether and on what terms we seek to internalize our management functions, which
internalization could result in our retaining some of our Advisor’s key officers and employees for
compensation that is greater than that which they currently earn, could require additional
payments to affiliates of our Advisor to purchase the assets and operations of our Advisor, and
could generate an economic benefit for our executive officers through long-term incentive plan
compensation that is based on certain economic performance metrics for the Adv1sor and 1ts
affiliates;

» whether and when we. seek to list our common stock on a national securities exchange, wh1ch
listing could entitle our Advisor to the issuance of shares of our common stock through the
conversion of our convertible stock;

* whether and when we seek to sell our assets, which sale may result in the issuance to our
Adv1sor of shares of our common stock through the converswn of our convertible stock; and

* whether and when we have- pa1d distributions to common stockholders such that aggregate
distributions are equal to 100% of the price at which we sold our outstanding shares of common
stock plus an amount sufficient to produce a 7% cumulative, non-compounded, annual return at
that price, which distributions could entitle our Advisor to the issuance of shares of our common
stock through the conversion of our convertible stock.
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- The fees -our Advisor receives in connection:with transactions involving the purchase and
management of an asset are based on the cost of the investment, including: the amount. budgeted for -
the development, construction, and improvement of each asset, and:not based. on:the ‘quality of the
investment or the quality of the services rendered to us. This may influence our Advisor to recommend
riskier transactions to us. Furthermore, the Adv1sor will refund these fées to the extent they are based
on budgeted amounts that prove too high once development, construction, or improvements are _
completed, but the fact that these fees are initially calculated in part based on ‘budgeted amounts could
influence our Advisor to overstate the estimated costs of deveIOpment constructlon or 1mpr0vements
in order to accelerate the cash flow it recelves '

In addition, even if we terminate our Adv1sor the shares of convertible stock held by. the Adv1sor
‘will remain eligible for conversion upon one of the events that trigger the conversion of our.convertible
stock, unless the termination was because of a material breach by our Advisor. In the event that our
advisory management agreement with our Advisor i is not renewed or terminates (other than because of
a material breach by our Advisor) prior to the occurrence of one of the events that trigger the’
conversion of our convertible stock, the number of shares of common stock that the :Advisor will:
receive upon the occurrence of that triggering event will be prorated to account for the actual portion
of the time from the commencement of this offering to the triggering event that the advisory
management agreement was effective. To avoid the addltlonal costs of engaggng a new advisor or
internalizing advisory functions, our independent directors may decide against terminating the advisory
management agreement prior to the listing of our shares or disposition of our investments even if
termination of the advisory management agreement would be in our best interest. In addition; the
conversion feature of our convertible stock could cause us to make different investment or disposition
decisions than we would otherwise make, in order to avoid the stock conversion. Moreover, our
Advisor can influence whether and when our common stock is listed for trading'on a national securities
exchange or our assets are liquidated, and its interest in our convertible stock could mﬂuence its’
judgment with respect to listing or liquidating.

Our Advisor will face conflicts of interest relating to joint ventures, tenant-in-common investments or other
co-ownership arrangements that we enter with affiliates of our sponsor or our Advisor or with other Behringer
Harvard sponsored programs, which could result in a disproportionate benefit to affiliates of oufr‘.s"p_onsor or
Advisor or to another Behringer Harvard sponsored program.

We may enter into joint ventures, tenant-in-common investments or other co-ownership
arrangements with other Behringer Harvard sponsored programs or with affiliates of our sponsor or
Advisor for the acquisition, development or improvement of multifamily or other properties as well as
the acquisition of real estate-related investments. These Behringer Harvard sponsored programs are
likely to include single-client, institutional-investor accounts in which Behringer Harvard has been
engaged by an institutional investor to locate and manage real estate investments on behalf of an
institutional investor and with which such sponsor or advisor affiliate may invest. The executive officers
of our Advisor are also the executive officers of other Behringer Harvard sponsored REITs and their
advisors, the general partners of other Behringer Harvard sponsored partnerships and/or the advisors
or fiduciaries of other Behringer Harvard sponsored programs. These executive officers will face
conflicts of interest in determining which Behringer Harvard sponsored program should enter into any
particular joint venture, tenant-in-common or co- ownership arrangement. These persons may also have
a conflict in structuring the terms of the relationship between our interests and the interests of the
Behringer Harvard sponsored co-venturer, co-tenant or partner as well as conflicts of interest in
managing the joint venture. Further, the fiduciary obligation that our Advisor or our board of directors
may owe to a co-venturer; co-tenant or partner affiliated with .our sponsor or advisor may make it more
difficult for us to enforce our rights. : :

In the event that we enter into a joint venture, ténant-in-comimon investment or other
co-ownership arrangements with another Behringer Harvard sponsored program or joint venture, our
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Advisor and its affiliates may have a conflict of interest when determining when and whether to buy or
sell a particular real estate property, exercising buy/sell rights or making other major decisions, and you
may face certain additional risks. For example, it is anticipated that Behringer Harvard Short-Term
Opportunity Fund I will never have an active trading market. Therefore, if we become listed for trading
on a national securities exchange, we may develop more divergent goals and objectives from such joint
venturer with respect to the sale of properties in the future. In addition, in the event we enter into a
joint venture with a Behringer Harvard sponsored program that has a term shorter than ours, the joint
venture may be required to sell its properties at the time of the other Behringer Harvard sponsored
program’s liquidation. We mhay not desire to sell the properties at such time. Even if the terms of any
joint venture agreement between us and another Behringer Harvard sponsored program grantus a
right of first refusal to buy such properties, we may not have sufficient funds to exercise our right of
first refusal under these circumstances.

We will face similar risks with respect to joint ventures in which Behringer Harvard Holdings holds
a direct or indirect ownership interest, such as co-investments under the Master Co-Investment .
Arrangement. A wholly owned subsidiary of our sponsor owns a 1% interest in the BHMP
Co-Investment Partner, serves as general partner of the BHMP' Co-Investment Partner and must
consent to any major decision affecting the BHMP Co-Investment Partner, including but not limited to
decisions regarding debt financing and property dispositions. The advice we receive from our Advisor,
which is controlled by our sponsor, regarding ‘our co-investments with the BHMP Co-Investment
Partner may be influenced by our sponsor’s interest in the BHMP Co-Investment Partner.

Because Robert M. Behringer and his-affiliates indirectly control our sponsor, Advisor and other
Behringer Harvard sponsored programs, agreements and transactions among the parties with respect to
any joint venture, tenant-in-common investment or other co-ownership arrangement between or among
such parties will not have the benefit of arm’s-length negotiation of the type normally conducted
between unrelated co-venturers. Under these joint ventures, neither co-venturer may have the power to
control the venture, and under certain circumstances, an impasse could be reached regarding matters
pertaining to the co-ownership arrangement, which might have a negative influence on the joint venture
and decrease potential returns to you. In the event that a co-venturer has a right of first refusal to buy
out the other co-venturer, it may be unable to finance such buy-out at that time. If our interest is
subject to a buy/sell right, we may not have sufficient cash, available borrowing capac1ty or other capital
resources to allow us to elect to purchase an interest of a co-venturer subject to the buy/sell right, in
which case we may be forced to sell our interest as the result of the exercise of such right when we
would otherwise prefer to keep our interest. Furthermore, we may not be able to sell our interest in a
joint venture if we desire to exit the venture for any reason or if our interest is likewise subject to a
right of first refusal of our co-venturer or partner, our ability to sell such interest may be adversely
impacted by such right.

Our Advisor’s executive ojﬁcers and key personnel and the executive officers and key personnel of Behringer
Harvard-affiliated entities that conduct our day-to-day operations will face competing demands on their time,
and this may cause our investment returns to suffer.

We rely upon the executive officers of our Advisor and the executive officers and employees of
Behringer Harvard-affiliated ‘entities to conduct our day-to-day operations. These persons also conduct
the day-to-day operations of other Behringet Harvard sponsored programs, including (1) other public
programs such as Behringer Harvard Opportunity REIT I, Behringer Harvard Opportunity REIT II
(which terminated a follow-on offering in 2012), Behringer Harvard Short-Term Opportunity Fund I,
and Behringer Harvard Mid-Term Value Enhancement Fund I, (2) Adaptive Real Estate Income Trust
(a recently organized program that has filed with the SEC a registration statement relating to a
planned initial public offering, but which has not yet commenced its offering), and (3) numerous
private programs. These persons may have other business interests as well. Because these persons have
competing interests on their time and resources, they may have conflicts of interest in allocating their -
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time between our business and these other activities. Should our Advisor inappropriately devote
insufficient time or resources to our business, the returns on-our investments may suffer.

Our officers face conflicts of interest related to the positions they hold with entities affiliated with our Advisor,
which could diminish the value of the services they provide to us. :

All of our executive officers, including Mr. Aisner, who serves as our Chief Executive Officer and
" a director; are also officers of one or more other entities affiliated with our Advisor, including our
property manager and the -advisors and fiduciaries to other Behringer Harvard sponsored programs. As
a result, these individuals owe fiduciary duties to these other entities and their investors, which may
conflict with the fiduciary duties that they owe to us and our stockholders. Their loyalties to these
other entities and investors could result in action or inaction that is detrimental to our business, which
could harm the implementation of our business strategy and our investment and leasing opportunities.
Conflicts with our business and interests are most likely to arise from-involvement in activities related
to: (1) allocation of new investments and management time and services between us and the other
entities; (2) the timing and terms of the investment in or sale of an asset; (3) development of our
properties by affiliates of our Advisor; (4) investments with affiliates of our Advisor; (5) compensatlon
and incentives to our Advisor; and (6) our relationship with our property manager. :

Our independent directors are involved in other businesses, in_vestments and activities, therefore they may have
conflicts of interest in allocating their time between our business and these other activities.

Our independent directors are involved in other businesses, investments and activities. Because
these persons have competing interests on their time and resources, they may have conflicts of interest
in allocating their time between our business and these other activities. Should our independent -
directors 1nappropr1ately devote insufficient time or resources to our business, then our performance
may suffer. :

Your investment will be diluted upon conversion of the convertible stock.

Our Advisor purchased 1,000 shares of our convertible stock for an aggregate purchase price of
$1,000. Under limited circumstances, these shares may be converted into shares of our common stock,
resulting in dilution of our stockholders’ interest in us. Our convertible stock will convert into shares of
common stock on one of two events. First, it will convert if we have paid distributions to common
stockholders such that aggregate distributions are equal to 100% of the price at which we sold our
outstanding shares of common stock plus an amount sufficient to produce a 7% cumulative,
non-compounded, annual return at that price. Alternatively, the convertible stock will convert if we list
our shares of common stock on a national securities exchange and, on the 31st trading day after listing,
the value of our company based on the average trading price of our shares of common-stock since the
listing, plus prior distributions, combine to meet the same 7% return threshold for our common
stockholders. Each of these two events is a “Triggering Event.” Upon a Triggering Event, our
convertible stock will, unless our Advisory management agreement with our Advisor has been
terminated or not renewed on account of a material breach by our Advisor, generally convert into
shares of common stock with a value equal to 15% of the excess of the value of the company plus the
aggregate value of distributions paid to date on the then outstanding shares of our common stock over
the aggregate issue price of those outstanding shares plus a 7% cumulative, non-compounded, annual
return on the issue price of those outstanding shares. The performance threshold necessary for the
convertible stock to have any value is based on the aggregate distributions paid on, and the aggregate
issue price of, our outstanding shares of common stock. It is not based on. the return provided to any
individual stockholder. Accordingly, it is not necessary for each of our stockholders to have received
any minimum return in order for the convertible stock to have any value. In fact, if the convertible
stock has value, the returns of our stockholders will differ, and some may be less than a 7%
cumulative, non-compounded annual return.
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If our advisory management agreement with our Advisor is still in-effect at the time of.an event
triggering conversion of the-convertible stock, then our Advisor will be entitled to receive 100% of the
number of shares of common stock calculated per the preceding paragraph. However, if our advisory
management agreement with our Advisor expires without renewal or is terminated (other than because
of a material breach by our Advisor) prior to a Triggering Event, then upon a Triggering Event the -
holder of the convertible stock will be entitled to a prorated portion of-the number of shares of - -
common stock determined by the foregoing calculation, where such proration is based on the
percentage of time that we were advised by our Advisor. As a result, following conversion, the holder
of the convertible stock will be entitled to a- portlon of amounts distributable to our ‘stockholdeérs, which
such amounts distributable to the holder could be significant. Our Advisor and Mr. Behringer can
influence whether and when our common stock is listed for trading on a national securities exchange or
our assets are liquidated, and their interest in our convertlble stock could 1nﬂuence their judgment with
respect to hstmg or liquidating.

Because we rely on aﬁ'iliates of Behringer -Harvard Holdings for the provision of advisory and property
management services, if Behringer Harvard 'Holdings is unable to meet its obligations we may be required to
[find alternative providers of these servwes, which could result in a szgmﬁcant and costly dtsruptton of our
business. i

Behringer Harvard Holdings, through one or more of its subsidiaries, owns and controls our
Advisor and our property manager. The operations of our Advisor.and our property manager rely
substantlally on Behringer Harvard Holdlngs Behringer Harvard Holdings is largely dependent on fee
income from its sponsored real estate programs. The recent and ongoing global economic concerns
could adversely affect the amount of such fee income. In the event that Behringer Harvard Holdings
becomes unable to meet its obligations as they become due, we might be required to find alternative
service providers, which could result in a s1gn1f1cant dlsruptlon of our business and would likely
adversely. affect the value of your investment in us. Further, given the non-compete agreements in place
with Behringer Harvard Holdings’ employees and-the non-solicitation agreements we have with our
Advisor and property manager, it would be difficult for us to utilize any current employees that provide
services to us.

General Risks Related to Investments in Real Estate -

In 2010, capitalization rates in major U.S. markets for multifahiil_)" communities began to decline, reversing a
trend since the start of the recession. If capitalization rates remain compressed or decrease further; it may be
more challenging for us to find attractive stabilized, income-producing investment opportunities. On the other
hand, economic, inflation or budget deficit issues could increase capital costs or prolong the U.S. economic
slowdown which could lead to increases in capitalization rates and a potential decline in the value of our
investments. . : % ‘ :

In connection with the recent credit market disruptions and economic slowdown, there is evidence
that capitalization rates (the rate of return immediately expected upon investment in a real estate asset)
in major U.S. markets for stabilized multifamily communities began decreasing in 2009 and have
continued to decrease through 2012, particularly in the markets that we target. If capitalization rates
stabilize or decrease further, we would expect the value of our current investments'to hold steady or
even increase. However, in such an environment it may be more difficult for us to find attractive
stabilized, income-producing investment opportuaities. This challenge may be exacerbated if the cost of
debt financing increases where our ability to leverage returns through the use-of debt flnancmg could
be negatively affected. ‘ :

Despite these current trends, there could also be economic and real estate factors which could lead
to a renewed increase in capitalization rates. If capitalization rates increase, we would expect declines
in the pricing of those assets upon sale. If we were required to sell investments into such market, we
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could experience a substantial decredse in the value of our investments and those of our unconsolidated
joint ventures. Apart from the potential for such results on any such sale, we:may also be required to
recognize an impairment charge in earmngs in respect of assets we currently own.

Increases in unemployment caused by ‘a recessionary economy or U S. polmcal gridlock could adversely aﬁect
multifamily property occupancy.and rental rates with’ hlgh qualtty multtfamtly communities sujfenng even
more severely. - : P . e P r S .

Although unemployment has generally 1mproved durmg 2012 and the resolut10n of the tax portion
of the fiscal cliff debate provided some fiscal certainty, there are risks to the U.S. economy related to
the European debt crisis and continuing political debates over the U.S. debt limits and government
spending levels which could reverse those trends. Stagnant or rising levels of unemployment in our
multifamily markets could significantly decrease occupancy and rental rates. In times of increasing
unemployment, multifamily occupancy and rental rates have historically been adversely affected by:

* rental residents deciding to share rental units and therefore rent fewer umts'
. potent1al resrdents moving back into famlly homes or delaymg leavmg famlly homes

* a reduced demand for higher-rent units, such as those of high quality mult1fannly communities;

a decline in household formation;

* persons enrolled in college delaymg leavmg college or choosmg to proceed to or return to
graduate school in the absence of ava1lab1e employment "

the ‘inability or unwillingness of residents to pay rent increasés; and
. 1ncreased collectlon losses. ' .

These: factors have contributed: to lower rental rates. If employment levels WOrsen or do not
continue to improve, our: results of operatrons, financial cond1t1on and ab111ty to make: d1str1but10ns to
you may be adversely affected. : : :

Our operating results will be affected by economic and regulatory changes that have an adverse impact on the
real estate market in general, and we cannot assure you that we will be profitable or that we will realize
growth i in the value of our real estate properties. .

Our operating results will be sub]ect to r1sks generally 1nc1dent to the ownership of real estate,
including: : . : :

. changes in general economic or local cond1t1ons
* changes in supply of or demand for similar or competmg propertles in an area;

* changes in interest rates and availability of permanent mortgage funds that may render the sale
of a property. difficult or unattractive; :

* the illiquldity ‘of real estate investments generally;
* changes in tax; real estate, environmental and vzoningrlaws;
» periods of high 1nterest rates and tight money supply; -

* residents’ perceptions of the safety, convenience, and attractiveness of our propertres and the
neighborhoods where they are located; and

* our ability to provide adequate management, maintenance, and insurance.
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For these and other reasons, we cannot assure you that we will be profitable or that we will realize
growth in the value of our real estate properties.

Local conditions in the markets in which we own multifamily commumttes or-in which the col[ateral securmg
our loans is located may significantly affect occupancy or rental rates at such properties. The risks that may
adversely affect conditions in those markets include the following:

* layoffs, plant cfosings, relocations of ‘significant local employers and other events negatively
impacting local employment rates and the local economy; :

* an overslipply of, or a lack of demand for, apartments;

¢ a decline in household formation;

the inability or unwillingness of residents to pay rent increases; and

* rent control or rent stabilization laws or other housmg laws, wh1ch could prevent us from ralsmg
rents.

For these and other reasons, we cannot assure you that we will be profitable or that we will realize
growth in the value of our real estate properties.

If we have limited diversification of the geographic locations of our properties, our operating results will be .
affected by economic changes that have an adverse impact on the real estate market in those areas.

In the event that most of our properties are located in a single geographic area, our operating
results and ability to make: distributions are likely to be impacted by economic changes affecting the
real estate markets in that area. Your investment will be subject to greater risk to the extent that we
lack a geographically diversified portfolio.

Our failure to integrate acquired communities and new personnel could create inefficiencies and reduce the
return of your investment.

To grow successfully, we must be able to apply our experience in managing real estate to a larger
number of properties. In- addition, we must be able to integrate new management and operations
personnel as our organization grows in size and complexity. Failures in either area will result in
inefficiencies that could adversely affect our expected return on our investments and -our overall
profitability.

Short-term multifamily community leases expose us to the effects of declining market rent and could adversely
impact our ability to make cash distributions to our stockholders. "

Substantially all of our multifamily community leases are for a term of one year or less. Because
these leases generally permit the residents to leave at the end of the lease term without penalty, our
rental revenues may be impacted by declines in market rents more quickly than if our leases were for
longer terms.

Any student-housing properties that we acquire will be subject to an annual leasing cycle, short lease up
period, seasonal cash flows, changing university admission and housing policies, and other risks inherent in
the student-housing industry, any of which could have a negative impact on your investment. ‘

Student-housing properties generally have short-term leases of 12 months, ten months, nine
months, or shorter. As a result, we may experience significantly reduced cash flows during the summer
months from student-housing properties while most students are on vacation. Furthermore, student-
housing properties must be almost entirely re-leased each year, exposing us to increased leasing risk.
Student-housing properties are also typically leased during a limited leasing season that usually begins
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in January and ends in August of each year. We would, therefore, be highly dependent on the
effectiveness of our marketing and leasing efforts and personnel during this season.

Changes in university admission policies could also adversely affect us. For example, if a university
reduces the number of student admissions or requires that a certain class of students, such as freshmen,
live in a university-owned facility, the demand for units at our student-housing properties may be
reduced and our occupancy rates may decline. We rely on our relationships with colleges and
universities for referrals of prospective student residents or for mailing lists of prospective student
residents and their parents. Many of these colleges and universities own and operate their own
competing on-campus facilities. Any failure to maintain good relationships with these colleges and
universities could therefore have a material adverse effect on our ability to market our properties to
students and their families.

Federal and state laws require colleges to publish and distribute reports of on-campus crime
statistics, which may result in negative publicity and media coverage associated with crimes occurring on
or in the vicinity of any student-housing properties. Reports of crime or other negative publicity
regarding the safety of the students residing on, or near, our student-housing properties may have an
adverse effect on our business.

We may face significant competition from university-owned student housing and from other residential
properties that are in close proximity to any student-housing properties we may acquire, which could have a
negative impact on our results of operations.

On-campus student housing has certain inherent advantages over off-campus student housing in
terms of physical proximity to the university campus and integration of on-campus facilities into the
academic community. Colleges and universities can generally avoid real estate taxes and borrow funds
at lower interest rates than us. o

Properties that have significant vacancies could be difficult to sell, which could diminish the return on your
investment.

A property may incur vacancies either by the continued default of residents under their leases or
the expiration of leases. If vacancies continue for a long period of time, we may suffer reduced
revenues resulting in decreased distributions to our stockholders. In addition, the resale value of the
property could be diminished because the market value of a particular property will depend principally
upon the value of the leases of such property.

Our investments are dependent on residents for revenue, and lease termmattons could reduce our ability to
make distributions to stockholders. :

The success of our real property investments is materially dependent on the financial stability of
our residents. Lease payment defaults by residents could cause us to reduce the amount of distributions
to stockholders. A default by a significant number of residents on his or her lease payments to us
would cause us to lose the revenue associated with such lease and cause us to have to find an
alternative source of revenue to meet mortgage payments and prevent a foreclosure if the property is
subject to a mortgage. In the event of a lease default, we may experience delays in enforcing our rights
as landlord and may incur substantial costs in protecting our investment and re-letting our property. If
a substantial number of leases are terminated, we cannot assure you that we will be able to lease the
property for the rent previously received or sell the property without incurring a loss. Additionally,
loans that we make generally will relate to real estate. As a result, the borrower’s ability to repay the
loan may be dependent on the financial stability of our residents leasing the related real estate.
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We may be unable to renew leases or relet units as leases expire.

When our residents decide not to renew their leases upon expiration, we may not be able to relet
their units. Even if the residents do renew or we can relet the units, the terms of renewal or reletting
may be less favorable than current lease terms. If we are unable to promptly renew the leases or relet
the units, or if the rental rates upon renewal or reletting are significantly lower than expected rates,
then our results of operations and financial condition will be adversely affected. Occupancy levels and
market rents may be adversely affected by national and local economic and market conditions
including, without limitation, new construction and excess inventory of multifamily and single family
housing, slow or negative employment growth, availability of low interest mortgages for single family
home buyers and the potential for geopolitical instability, all of which are beyond our control. In
addition, various state and local municipalities implement rent control legislation which could limit our
ability to raise rents. Finally, the federal government’s policies, many of which may encourage home
ownership, can increase competition and possibly limit our ability to raise rents. Consequently, our cash
flow and ability to service debt and make distributions to security holders could be reduced.We may be
unable to secure funds for future capital improvements, which could adversely impact our ability to
make cash distributions to our stockholders.

When residents do not renew their leases or otherwise vacate their space, in order to attract
replacement residents, we may be required to expend funds for capital improvements to the vacated
apartment units. In addition, we may require substantial funds to renovate an apartment community in
order to sell it, upgrade it or reposition it in the market. If we have insufficient capital reserves, we will
have to obtain financing from other sources. We intend to establish capital reserves in an amount we,
in our discretion, believe is necessary. A lender also may require escrow of capital reserves in excess of
any established reserves. If these reserves or any reserves otherwise established are designated for other
uses or are insufficient to meet our cash needs, we may have to obtain financing from either affiliated
or unaffiliated sources to fund our cash requirements. We cannot assure you that sufficient financing
will be available or, if available, will be available on economically feasible terms or on terms acceptable
to us. Moreover, certain reserves required by lenders may be designated for specific uses and may not
be available for capital purposes such as future capital improvements. Additional borrowing for capital
needs and capital improvements will increase our interest expense, and therefore our financial
condition and our ability to make cash distributions to our stockholders may be adversely affected.

We may be unable to sell a property or real estate-related asset if or when we decide to do so, which could
adversely impact our ability to make cash distributions to our stockholders.

We intend to hold the various real properties and real estate-related assets in which we invest until
such time as our Advisor determines that a sale or other disposition appears to be advantageous to
achieve our investment objectives or until it appears that these objectives will not be met. Otherwise,
our Advisor, subject to approval of our board of directors, may exercise its discretion as to whether and
when to sell a property, and we will have no obligation to sell properties at any particular time, except
upon our liquidation. If we have not begun the process to list our shares for trading on a national
securities exchange or to liquidate at any time after the sixth anniversary of the termination of our
Initial Public Offering (which terminated on September 2, 2011), unless such date is extended by our
board of directors including a majority of our independent directors, we will furnish a proxy statement
to stockholders to vote on a proposal for our orderly liquidation upon the written request of
stockholders owning 10% or more of our outstanding common stock. The liquidation proposal would
include information regarding appraisals of our portfolio. By proxy, stockholders holding a majority of
our shares could vote to approve our liquidation. If our stockholders did not approve the liquidation
proposal, we would obtain new appraisals and resubmit the proposal by proxy statement to our
stockholders up to once every two years upon the written request of stockholders owning 10% or more
of our outstanding common stock.
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The real estate market is affected, as discussed above, by many factors, such as general economic
conditions, availability of financing, interest rates and other factors, including supply and demand, that
are beyond our control. We cannot predict whether we will be able to sell any asset for the price or on
the terms set by us, or whether any price or other terms offered by a prospective purchaser would be
acceptable to us. We cannot predict the length of time needed to find a willing purchaser and to close
the sale of a property or real estate-related asset. If we are unable to sell a property or real estate-
related asset when we determine to do so, it could have a significant adverse effect on our cash flow
and results of operations.

Our co-venture partners, co-tenants or other partners in co-ownership arrangements could take actions that
decrease the value of an investment to us and lower your overall return.

As of December 31, 2012, 39 of our 51 multifamily investments have been made through
co-investments with our Co-Investment Partners. In the future, we may enter into additional joint
ventures, tenant-in-common investments or other co-ownership arrangements with other Behringer
Harvard sponsored programs or third parties having investment objectives similar to ours for the
acquisition, development or improvement of properties as well as the acquisition of real estate-related
investments. We may also purchase and develop properties in joint ventures or in partnerships,
co-tenancies or other co-ownership arrangements with the sellers of the properties, affiliates of the
sellers, developers or other persons. Such investments may involve risks not otherwise present with
other forms of real estate investment, including, for example:

* the possibility that our partner in an investment might become bankrupt;

* the possibility that the investment requires additional capital that we and/or our partner do not
have, which lack of capital could affect the performance of the investment and/or dilute our
interest if the partner were to contribute our share of the capital;

» the possibility that a partner in an investment might breach a loan agreement or other
agreement or otherwise, by action or-inaction, act in a way detrimental to us or the investment;

* that such partner may at any time have economic or business interests or goals that are or that
become inconsistent with our business interests or goals;

* the possibility that we may incur liabilities as the result of the action taken by our partner;

* that such partner may be in a position to take action contrary to our instructions or requests or
contrary to our policies or objectives, including our policy with respect to qualifying and
maintaining our qualification as a REIT; or

* that such partner may exercise buy/sell rights that force us to either acquire the entire
investment, or dispose of our share, at a time and price that may not be consistent with our
investment objectives.

Any of the above might reduce our returns on a joint venture investment. With respect to our 39
investments through joint ventures with Co-Investment Venture partners, each investment is subject to
buy/sell rights in the event of a dispute over a major decision, such as whether to dispose of the
underlying property.

If we have insufficient capital resources to exercise an option to purchase, or comply with a put right that
requires us to purchase, an interest of one of our joint venture partners, our results from operations may be
adversely affected.

We have, and may have in the future, interests under joint venture agreements that are subject to
buy/sell rights. If we are not able to maintain sufficient cash, available borrowing capacity or other
capital resources to allow us to elect to purchase, or satisfy an obligation to purchase, an interest of a
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co-venture partner, we may be forced to forego an investment opportunity, sell our interest when we
would otherwise prefer not to sell the interest, and potentially be liable for a breach of an obligation
under a joint venture agreement. Any of the foregoing events could have an adverse effect on our.
results of operanons

Uninsured losses relating to real property or excesszvely expenswe premzums for insurance covemge may
adversely affect your retums

Our Advisor will attempt to ensure that all of our propert1es are adequately 1nsured to cover
casualty losses. The nature of the activities at certain properties we may acquire, such as age-restricted
communities or student housing, may expose us and our operators to potential liability for personal
injuries and property damage claims. In addition, there are types of losses, generally catastrophic in
nature, such as losses due to wars, acts of terrorism, earthquakes, pollution, environmental matters or
extreme weather conditions such as hurricanes, floods and snowstorms that are umnsurable or not
econom1cally insurable, or may be insured subject to limitations, such as large deductibles ot
co-payments Insurance risks associated with potential terrorist acts could sharply increase the
premiums we pay for coverage against property and casualty claims. Mortgage lenders generally insist
that specific coverage against terrorism be purchased by property owners as a condition for providing
mortgage, bridge or mezzanine loans. It is uncertain whether such insurance policies will continue to be
available, or be available at reasonable cost, which could inhibit our- ability to finance or refinance our
properties. In such instances, we may be required to provide other financial support, either through
financial assurances or self-insurance, to cover potential losses. We cannot assure you that we will have
adequate coverage for such losses. In the event that any of our propertles incurs a casualty loss that is
not fully covered by insurance, the value of our assets will be reduced by the amount of any such
uninsured loss. In addition, other than any potential cap1tal reserve or other reserves we may establish,
we have no source of funding to repair or reconstruct any uninsured damaged property, and we cannot
assure you that any such sources of funding will be available to us for such purposes in the future.
Also, to the extent we must pay unexpectedly large amounts for insurance, we could suffer reduced
earnings that would result in decreased distributions to stockholders.’

Our operating results may be negatively affected by potenttal development and constructton delays and result
in increased costs and risks, which could diminish the return on your mvestment. e

We may use some or.all of the offering proceeds available to us to develop or redevelop
multifamily communities and construct improvements. Expansion, development and redevelopment
projects entail the following considerable risks which can result in increased costs of a project or loss of
our investment: ‘ " N '

* We may delay or abandon development and redevelopment opportun1t1es that we have already
begun to explore for a number of reasons, including changes in local market rental rates or = -’
other operating conditions, unsatisfactory performance by our developer partners or incredses in-
construction or financing costs, and, as a result, we may fail to recover’ expenses already incurred
in exploring these opportunities; e

* We project construction costs based on market cond1t1ons at the time we prepare our budgets
-and our projections include future costs that we anticipate but cannot. predict with certainty. The
construction costs of a development or redevelopment property, due to factors such as cost
overruns, design changes and timing delays arising from a lack of availability of materials and
labor, weather conditions and other factors outside of our control as well as financing costs,
may exceed original estimates, poss1bly making the associated 1nvestment unprofltable We
cannot assure you that market rents in effect at the time new development or redevelopment
communities complete lease up will be sufficient to fully offset the effects of any increased
construction or reconstruction costs. Any substantial unanticipated delays or expenses could
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adversely affect the investment returns from these redevelopment pro;ects and harm our
operating results;

* Occupancy rates and rents at a new development or redevelopment commumty may fail to meet
our original expectations for a number of reasons, including changes in market and economic
conditions beyond our control and the development by competitors of competing communities;

¢ We may incur liabilities from third parties during the development or redevelopment process, for
example, in connection with managing existing improvements on the site prior to tenant
terminations and demolition (such as with respect to commercial space) ot in connection with
providing services to third parties (such as the construction of shared infrastructure or other
improvements); ‘ =

* There may be a significant time lag between commencement and completion of the development
or redevelopment project. Such a time lag subjects us to greater risks due to ﬂuctuatrons in the
general economy. Failure to complete construction and leasing of a property on schedule may
result in increased debt service expenses and construction or renovation costs. Delays in
completion of a multifamily community could also give res1dents the right to terminate
preconstruction leases for a newly developed project;

* Significant changes in economic conditions could adversely affect prospectrve tenants and: our.
ability to lease newly developed and. redeveloped properties;

» We will be subject to risks relating to uncertainties associated with rezoning for development and
environmental concerns of governmental entities and/or community groups and our developer’s
ability to control construction costs or to build in conformity with plans, specrfrcatrons and
timétables. The developer’s failure to perform may necessitate legal action by us to rescind the
purchase or the construction contract or to compel performance. Performance may also be
affected or delayed by conditions beyond the developer’s control. : ‘

« We may incur additional risks when we make periodic progress payments or other advances to
such developers prior to completion of construction;

» We will be subject to normal lease up risks relating to newly constructed prolects and,

» We must also rely upon projections of renital i income and expenses and estimates of the fair
market value of property upon completion of construction when agreeing upon a price to be
paid for the property at the time of acquisition of the property. If our projections are inaccurate,
we may pay too much for a property, and the return on our investment could suffer:

In addition, we may invest in unimproved real property (which we define as property not acquired
for the purpose of producing rental or other operating income, has no development or construction in
process at the time of acquisition and no development or construction is planned to commence within
one year of the acquisition) or mortgage loans on unimproved property. Returns from development of
unimproved properties are also subject to risks and uncertainties associated with rezoning the land for
development and environmental concerns of governmental entities and/or community groups. Although
our intention is to limit any investment in unimproved property to property we intend to develop, your
investment nevertheless is subject to the risks associated with investments in unimproved real property.

Unbudgeted capital expenditures or cost overruns could adversely affect business operations and cash flow.

If capital expenditures for ongoing or planned development or redevelopment projects exceed
expectations or if such additional capital expenditures are to be reimbursed by the general contractor
or the developer partner and are not, the additional cost of these expenditures could have an adverse
effect on business operations and cash flow. Such additional costs could cause us to be in default under
construction financing agreements, which may require us to pay off all or a portion of the financing. In
any of these situations, we might not have access to funds on a trmely bas1s to pay the unexpected
expenditures or obligations.
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Further, the Company may guarantee-all or a portion of the construction financing, including the-
obligation to pay interest on the financing until the development project is completed, leased up and
permanent financing is obtained or the construction loan is otherwise pald Unexpected delays in the
completion of development or redevelopment projects, unexpected cost increases or budget overruns
could also have a s1gn1frcant adverse impact on business’ operanons and cash flow. -

Any plans that wé may have to reposition certain commercial ' properties through demolition, conversion and
redevelopment into new multifamily communities may never commence after we make an investment in the
property, be delayed or never reach completlon, which could dlmlntsh the return on your investment.

We may ‘make investments in a wide variety of commercial properties, including, but not limited to,
mixed use developments where multifamily is a portion of the mixed use developments. After we make
an investment, we or the developer, as applicable, may be unable to commence conversion of these
properties and therefore may be required to continue operating the properties under their current
purpose, which would include other than multifamily community uses. In addition, we may also be
unable to complete the demolition, conversion or redevelopment of these commercial properties and
may be forced to hold or sell these properties at a loss. Although we intend to focus on multifamily
communities and limit any-investment in commercial properties’for repositioning into multifamily .
commubnities, your investment is subject to the risks associated with these commercial propertles and-
traditional construction risks associated with this repositioning plan.

If we contract with Behrmger Development Company LP or its ajﬁlzates Jfor newly developed property, we
cannot guarantee that any earnest money deposit we make to Behringer Development Company LP or its
affiliates will be fully refunded.

We may enter into one or more contracts, either directly or indirectly through Jomt ventures
tenant-in-common investments or other co-ownership arrangements, with affiliates of our Advisor or
others, to acquire real property from Behringer Development Company LP (“Behringer. Ny
Development”), an affiliate of our Advisor. Properties acquired from Behringer Development or its
affiliates may be existing income-producing properties, properties to-be-developed or properties under
development. We anticipate that we will: be obligated to pay a substantial earnest money deposit at the
time of contracting to acquire such properties. In the case of properties to be developed by Behringer
Development or its affiliates, we anticipate that we will be required to close the purchase of the
property upon complet10n of the development of the property by Behrmger Development or its
affiliates. At the time of contracting and the payment of the earnest money deposn by us, Behrmger
Development or its affiliates typically will not have acquired title to any real property. Typically, '
Behringer Development or its affiliates will only have a contract to acquire land and a development
agreement to develop a building on the land. We may enter into such a contract with Behringer
Development or its affiliates even if at the time of contracting we have not yet raised sufficient
proceeds in an offermg to enable us to close the purchase of such property. However, we will not be
required to close a purchase from Behringer Development or its aff1l1ates and w1ll be entitled to a
refund of our earnest money, in the following circumstances:

. Behrrnger Development or its affiliates fail to develop the property,

* a significant portion of the pre-leased res1dents of a new or recently redeveloped apartment
community fail to take' possession under their leases for any reason; or

* we are unable to ra1se suff1crent proceeds from an offering to pay | the purchase price at closmg.

The obligation of Behringer Development or its affiliates to refund our:earnest money will be
unsecured, and no assurance can be made that we would be able to obtain a refund of such earnest
money deposit from it under these circumstances since Behringer Development is an entity without
substantial assets or operations. : :
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We face competition from third parties, including. other multlfamzly communities, whwh may limit our
profitability and the return on your investment. :

The residential multifamily communlty mdustry is highly compet1t1ve This competition could
reduce occupancy levels and revenues at our multifamily communities, which would adversely affect our
operations. We compete with many other entities engaged in real estate investment activities, including
individuals, corporations, bank and insurance company investment accounts; other REITS, real estate
11m1ted partnershlps and othér entities engaged in real estate investment activities, any of which have
greater resources than we do. Larger real estate programs may enjoy s1gn1f1cant competitive advantages
that result from, among other things, a lower cost of capital and enhanced operating efficiencies. Our
competitors include other multifamily communities both in the immediate vicinity and the broader
geographic market where our multifamily communities will be located. Overbuilding of multifamily
communities may occur. If so; this will increase the number of multifamily community units available
and may decrease occupancy: and multifamily unit rental rates. In-addition, increases in operating costs
due to inflation may not be offset by increased rental rates. We may be required. to expend substantial
sums to attract new residents:

In connection with the recent credit market disruptions and economic slowdown, we.may face increased
competition from single-family homes and condominiyms. for rent, which could limit our abtltty to retain
residents, lease apartment units or increase or maintain rents. ;

Any multifamily communities we invest in may compete with numerous housing alternatives in
attracting residents, including smgle family homes and condominiums available for rent. Such
competitive housing alternatives may become more prevalent in a particular area ‘where there have
been significant foreclosures, unsold homes or condominium units or where investors are actively
renting homes or condominium units. These investors may be well capitalized with sophisticated
marketing plans to target reriters, particularly multifamily residents. The :number of single-family homes
and condominiums for rent in a particular area could limit our ability to retain remdents lease
apartment units or increase or maintain rents. '

Failure to succeed in new. markets .or in new property classes may have adverse consequences on our
performance. ST

We may from time to time commence development activity or make acquisitions outside of our
existing market areas or the brope'rty classes of our primary focus if appropriate opportunities ‘arise.
Our historical experience in our existing markets in developing, owning and operating certain classes of
property does not ensure that we will be able to operate successfully in new markets, should we choose
to enter them, or that we will be successful in new property classes. We may be exposed to a variety of
risks if we choose to enter new miarkets, including an inability to evaluate accurately local market
conditions, to obtain land for development or to identify appropriate acquisition opportunities, to hire
and retain key personnel, and a lack of familiarity with local governmental and permitting procedures.
In addition, we may abandon opportunities to enter new markets or acquire new classes of property
that we have begun to explore for any reason and may, as a result, fail to recover expenses already
incurred. :

Acquiring or attempting to acquire multiple properties in a single transaction may adversely affect our
operations. ‘ ‘

From time to time, we may attempt to acquire multiple properties in a single transaction. Portfolio
acquisitions are more complex and éxpensive than single-property acquisitions, and the risk that a -
multiple-property ‘acquisition does not close may be greater than in a single-property acquisition.
Portfolio acquisitions may also result in us owning investments in geographically dispersed markets,
placing additional demands on our ability to manage the properties in the portfolio. In addition, a
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seller may require that a group of properties be purchased as a package even though we may not want
to purchase one or more properties in the portfolio. In these situations, if we are unable to identify
another person or entity to acquire the unwanted properties, we may be required to operate or attempt
to dispose of these properties. To acquire multiple properties in a single transaction we may be
required to accumulate a large amount of cash. We would expect the returns that we can earn on such
cash to be less than the ultimate returns in real property and therefore, accumulating such cash could
reduce the funds available for distributions. Any of the foregoing events may have an adverse effect on
our operations. :

If we set aside insufficient capital reserves for repairs or capital expenditure, we may be required to defer
necessary capital improvements. '

If we do not have enough reserves for capital to supply needed funds for capital improvements
throughout the life of the investment in a property and there is insufficient cash available from our
operations, we may be required to defer necessary improvements to the property, which may cause the
property to suffer from a greater risk of obsolescence or a decline in value, or a greater risk of
decreased cash flow as a result of fewer potential residents being attracted to the property. If this
happens, we may not be able to maintain projected rental rates for affected properties, and our results
of operations may be negatively impacted. :

We are subject to risks from natural disasters such as eanhquakes and severe weather.

- Natural disasters and severe weather such as earthquakes, tornadoes or hurricanes may result in
significant damage to our properties. The extent of our casualty losses and loss in operating income in
connection with such events is a function ‘of the severity of the event and the total amount of exposure
in the affected area. When we have geographic concentration of exposures, a single catastrophe (such
as an earthquake, especially in the San Francisco Bay Area or Southern California) or destructive
weather event (such as a hurricane, especially in Florida or the Washington D.C. Area) affecting a

_region may have a significant negative effect on our financial condition and results of operations. As of
September 30, 2012, we owned or had an ownership interest in properties that are located in the San
Francisco Bay Area, Southern California, Florida and the Washington D.C. Area. As a result, our
operating and financial results may vary significantly from one period to the next. Our financial results
may be adversely affected by our exposure to losses arising from natural disasters or severe weather.

We are also exposed to risks associated with inclement winter weather, particularly in the New
England, Mid-Atlantic, Mid-West and Mountain states in which many of our properties are located,
including increased costs for the removal of snow and ice as well as from delays in construction.
Inclement weather also could increase the need for maintenance and repair of our properties.

Climate change may adversely affect our business.

To the extent that climate change does occur, we may experience extreme weather and changes in
precipitation and temperature, all of which may result in physical damage or a decrease in demand for
our properties located in these areas or affected by these conditions. Should the impact of climate
change be material in nature or occur for lengthy periods of time, our financial condition or results of
operations would be adversely affected.

In addition, changes in federal and state legislation and regulation on climate change could result
in increased capital expenditures to improve the energy efficiency of our existing properties and could
also require us to spend more on our new development properties without a corresponding increase in
revenue. o
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The costs of compliance with environmental laws and other governmental laws and regulations may adversely
affect our income and the cash available for any distributions.

All real property and the operations conducted on real property are subject to federal, state and
local laws and regulations relating to environmental protection and human health and safety. Many
environmental laws restrict the manner in which property may be used or businesses may be operated,
and these restrictions may require substantial expenditures. These laws and regulations generally govern
wetlands protection, storm water runoff, wastewater discharges, air emissions, the operation and
removal of underground and above-ground storage tanks, the use, storage, treatment, transportation
and disposal of solid and hazardous materials, and the remediation of contamination associated with
disposals. Such environmental laws often provide for sanctions in the event of noncompliance and may
be enforced by governmental agencies or, in certain circumstances, by private parties. Some of these
laws and regulations may impose joint and several liability on residents, owners or operators for the
costs of investigation or remediation of contaminated properties, regardless of fault or the legality of
the original disposal. Noncompliance with such laws and regulations may therefore subject us to fines
and penalties. We can provide no assurance that we will not incur any material liabilities as a result of
noncompliance with these laws and regulations. In addition, the presence of these substances, or the
failure to properly remediate these substances, may adversely affect our ability to sell or rent the
property or to use the property as collateral for future borrowing.

Compliance with new or more stringent laws or regulations or stricter interpretation of existing
laws may require material expenditures by us. For example, various federal, regional and state laws and
regulations have been implemented or are under consideration to mitigate the effects of climate change
caused by greenhouse gas emissions. Among other things, “green” building codes may seek to reduce
emissions through the imposition of standards for design, construction materials, water and energy
usage and efficiency and waste management. We are not aware of any such existing requirements that
we believe will have a material impact on our current operations. However, future requirements could
increase the costs of maintaining or improving our existing properties or developing new properties.

High costs associated with the investigation or remediation of previously undetected environmentally
hazardous conditions may adversely affect our operdting results.

We are subject to various federal, state and local environmental and public health laws, regulations and
ordinances. ‘

Under various federal, state and local environmental and public health laws, ordinances and
regulations (including those of foreign jurisdictions), we may be required to investigate and remediate
the effects of hazardous or toxic substances or petroleum product releases at our properties (including
in some cases natural substances such as methane and radon gas). We may also be held liable under
these laws or common law to a governmental entity or to third parties for property, personal injury or
natural resources damages and for investigation and remediation costs incurred as a result of the
contamination. These laws often impose liability whether the owner or operator knew of, or was
responsible for, the presence of the hazardous or toxic substances. The costs of investigation, removal
or remediation could be substantial and may exceed any insurance coverage that we have for such
events. The presence of such substances, or the failure to properly remediate the contamination, may
adversely affect our ability to borrow against, sell or rent the affected property. In addition, some
environmental laws create or allow a government agency to impose a lien on the contaminated site in
favor of the government for damages and costs it incurs as a result of the contamination.

We may face risks relating to asbestos.

Certain federal, state and local laws, regulations and ordinances govern the removal, encapsulation
or disturbance of asbestos containing materials, or “ACMs”, when such materials are in poor condition
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or in the event of renovation or demolition of a building. These laws and the common law may impose
liability for the release of ACMs and may allow third parties to seek recovery from owners or operators
of real properties for personal injury associated with exposure to ACMs. ACMs are not suspected to be
present in the portfolio buildings based on their age (2003 and later construction); however, because
ACMs have not been completely banned in the U.S., it is possible that some ACMs are present.
Building materials are maintained in good condition, reducing the risk associated with ACMs.
Additionally, we comply with applicable regulations relating to conducting asbestos surveys prior to
renovations or demolition. As a result, ACMs do not present a material risk factor for the portfolio.

We may face risks relating to chemical vapors and subsurface contamination.

We are also aware that environmental agencies and third parties have, in the case of certain
properties with on-site or nearby contamination, asserted claims for remediation, property damage or
personal injury based on the alleged actual or potential intrusion into buildings of chemical vapors or
volatile organic compounds from soils or groundwater underlying or in the vicinity of those buildings or
in nearby properties. In addition, some of our retail tenants, such as dry cleaners, may operate
businesses which may emit chemical vapors or otherwise use chemicals subject to environmental
regulation. We can provide no assurance that we will not incur any matenal liabilities as a result of
vapor intrusion at our properties.

We may face risks relating to mold growth.

Mold growth may occur when excessive moisture accumulates in buildings or on bu1ldmg materials,
particularly if the moisture problem remains undiscovered or is not addressed over a period of time.
Although the occurrence of mold at multifamily and other structures, and the need to remediate such
mold, is not a new phenomenon, there has been increased awareness in recent years that certain molds
may produce airborne toxins or irritants and exposure to such mold may cause a variety of adverse
health effects and symptoms, including allergic or other reactions. To help limit mold.growth, we
educate residents about the importance of adequate ventilation and include a lease requirement that
they notify us when they see mold or excessive moisture. We have established procedures for promptly
addressing and remediating mold or excessive moisture from our properties when we become aware of
its presence regardless of whether we or the resident believe a health risk is present. However, we can
provide no assurance that mold or excessive moisture will be detected and remediated in a timely
manner. If a significant mold problem arises at one of our properties, we could be required to
undertake a costly remediation program to contain or remove the mold from the affected property and
could be exposed to other liabilities that may exceed any applicable i insurance coverage, thereby
reducing our operatmg results. :

Our environmental assessments may not identify all potential environmental liabilities and our
remediation actions may be insufficient.

Operating properties or land bemg considered for potential acquisition by us are subjected to at
least a Phase I or similar environmental assessment prior to closing, which generally does not involve
invasive techniques such as soil or ground water sampling. A Phase II assessment is conducted if
recommended in the Phase I report. These assessments, together with subsurface assessments
conducted on some properties, have not revealed, and we are not otherwise aware of, any
environmental conditions that we believe would have a material adverse effect on our business, assets,
financial condition or results of operations. However, such environmental assessments may not. identify
all potential environmental liabilities. Moreover, we may in the future discover adverse environmental
conditions at our properties, including at properties we acquire in the future, which may have a-
material adverse effect on our business, assets, financial condition or results of operations. In
connection with our ownership, operation and development of communities, from time to time we
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undertake substantial remedial action in response to the presence of subsurface or other contaminants,
including contaminants in soil, groundwater and soil vapor beneath or affecting our buildings. In some
cases, an indemnity exists upon which we may be able to rely if environmental liability arises from the
contamination, or if remediation costs exceed estimates. We can provide no assurance, however, that all
necessary remediation actions have been or will be undertaken at our properties or that we will be -
indemnified, in full or at all, in the event that environmental liability arises.

Our liability insurance may -be insufficient to cover liabilities.

We maintain a liability insurance policy to cover claims arising from certain pollution conditions
and cleanup costs (including limited mold coverage). Should an uninsured loss arise against us, we
would be required to use our own funds to resolve the issue, including litigation costs. Liabilities
resulting from moisture infiltration and the presence of or exposure to mold may have a future
material impact on our financial results. :

The cost of defending against claims of liability such as,th'ose described above, of compliance with
environmental regulatory requirements, of remediating any contaminated property, or of paying
personal injury claims could materially adversely affect our busmess assets or results of operations . and
consequently, amounts available for distribution to you.

Our costs associated with and the risk of failing to comply with the Americans with Dtsabzlltws Act and the
Fair Housing Act may affect cash available for distributions.

Our properties and the properties underlying our investments are generally expected to be subject
to the Americans with Disabilities Act of 1990, as amended (“Disabilities Act”), or similar laws of
foreign jurisdictions. Under the Disabilities Act, all places of public accommodation are required to
comply with federal requirements related to access and use by disabled persons. The Disabilities Act
has separate compliance requirements for “public accommodations” and “commercial facilities” that
generally require that buildings and services be made accessible and available to people with
disabilities. The Disabilities Act’s requirements could require removal of access barriers and could
result in the imposition of injunctive relief, monetary penalties or, in some cases, an award of damages.
We will attempt to acquire properties that comply with the Disabilities Act or similar laws of foreign
jurisdictions or place the burden on the seller or other third party to comply with such laws. However,
we cannot assure you that we will be -able to acquire properties or allocate responsibilities in this
manner. If we cannot, our funds used for compliance with these laws may affect cash available for
distributions and the amount of distributions to you.

The multifamily communities in which we invest must comply with Title III of the Disabilities Act,
to the extent that such properties are “public accommodations” and/or “commercial facilities” as
defined by the Disabilities Act. Compliance with the Disabilities Act could require removal of structural
barriers to handicapped access in certain public areas of our multifamily communities where such
removal is readily achievable. The Disabilities Act does not, however, consider residential properties,
such as multifamily communities to be public accommodations or commercial facilities, except to the
extent portions of such facilities, such as the leasing office, are open to the public.

We also must comply with the Fair Housing Amendment Act of 1988 (“FHAA”), which requires
that multifamily communities first occupied after March 13, 1991 be accessible to handicapped :
residents and visitors. Compliance with the FHAA could require removal of structural barriers to
handicapped access in a community, including the interiors of apartment units covered under the
FHAA. Recently there has been heightened scrutiny of multifamily housing communities for
compliance with the requirements of the FHAA and Disabilities Act and an increasing number of
substantial enforcement actions and private lawsuits have been brought against multifamily communities
to ensure compliance with these requirements. Noncompliance with the FHAA and Disabilities Act
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could result in the imposition of fines, awards of-damages to private litigants, payment-of. attorneys**
fees and other costs to plaintiffs, substantial 11t1gatron costs and substantlal costs of remedlatlon

By owning age-restncted communities, we may incur lzabzhty by fazlzng to comply with the FIMA ‘the
Housing for Older Persons Act or certain state regulatwns, whlch may aﬂ'ect cash avatlable for dtstrlbuttons

Any age-restricted communrtles we acquire must comply with the' FHAA and the Housing for
Older Persons Act (“HOPA”). The FHAA prohibits housing discrimination based upon familial status,
which is commenly referred to as age-based discrimination. However, there are exceptions for housing:
developments that qualify as housing for older persons. The HOPA provides the legal requirements for -
such housing developments. In order for housing to qualify as housing for older persons, the HOPA
requires (1) all residents of such developments to be 62 years of age or older or (2) that at least 80% -
of the occupied units are occupied by at least one person who is 55 years of age or older and that the
housing community pubhsh and adhere to pohcres ‘and procedures that demonstrate this requrred intent
and comply with rules issued by the United States Department of Housing and Urban Development for
verification of occupancy. Inaddition, certain states require that age-restricted housing communities
register with the state. Noncompliance with the FHAA, HOPA and state registration requirements -
could result in the: imposition-of fines, awards. of damages to private litigants, payment of attorneys’
fees and other costs to plamtlffs substant1a1 11t1gat10n costs and substantral costs of remediation. .

If we sell propemes by provldmg ﬁnancmg to purchasers, we' wzll bear the nsk of. default by the purchaser.

If we decide to sell any of our properties, we intend to use commercially reasonable efforts to sell
them for cash-or in exchange for other property. However, in some instances we may sell our
properties by providing financing to purchasers. If we provide financing to purchasers, we will bear the
risk of default by the purchaser and will be subject to remedies provided by law, which could negatively
impact distributions to our stockholders. There are no limitations or restrictions on our ability to take
purchase money obligations. We may, therefore, take a purchase money obligation secured by a
mortgage as partlal payment for the purchase price of a property. The terms of payment to us generally
will be affected by custom in the area where the property being sold is located and the then-prevarhng
economic conditions. If we receive promlssory ‘notes or other property in lieu of cash from property -
sales, the distribution of the proceeds of sales to our stockholders, or their relnvestment in other assets,
will be delayed until the promissory notes or other property are actually paid, sold or refmanced or we
have otherwise drsposed of such promissory notes or other property. In some cases, we may receive
initial down payments in cash and other property in the year of sale in an amount less than the selhng
price and subsequent payments will be spread over a number of years. If any purchaser defaults under
a financing arrangement w1th us, it could negatlvely 1mpact our ablhty to make drstrlbutlons to our
stockholders.

We may be contractually obligated to purehase propeérty even if we dre qhézble’ to secure ﬁnancing for the
acquisition. ' S ' '

We may finance a portion of the purchase price for any property-that we acquire. However to
ensure that our offers are as competitive as possible, we generally will not enter into contracts to
purchase property | that include financing cont1ngenc1es ‘Thus, we may be contractually obligated to
purchase a property even if we are unable to secure financing for the acqulsrtron In this event, we may
choose to close on the property by using cash on hand, which would result in less cash’ avallable for our
operations and distributions to stockholders. AIternatlvely, we may choose not to clése on the
acquisition of the property and default on the purchase contract. If we default on any purchase
contract, we could lose our earnest money ¢ and become sub]ect to hquldated or other contractual -
damages and remedies. These consequences “could have a material adverse effect on our business,
results of operations, financial cond1t1on and ability to pay dlstrrbutlons to our stockholders '
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Difficulty of selling multifamily communities could limit flexibility.

Federal tax laws may (subject to a statutory “safe harbor”) limit our ability to earn a gain on the
sale of a community (unless we own it through a subsidiary which will incur a taxable gain upon sale) if
we are found to have held, acquired or developed the community primarily with the intent to resell the
community or otherwise hold the asset as a “dealer,” and this limitation may affect our abrllty to sell
communities without adversely affecting returns to our stockholders. In addition; real estate in our
markets can at times be difficult to sell quickly at prices we find acceptable. These potential difficulties
in selling real estate in our markets may limit our ability to change or reduce the commumtles in our
portfoho promptly in response to changes in economic or other condrtrons

Risks Associated with Debt Financing : L o . Y
We will incur mortgage indebtedness and other borrowings, which will increase our»b:it;in'e.s'..g risks.

We and the entities in which we invest have utilized debt financing secured by real property
investments to finance acquisitions. We anticipate that we will acquire ‘additional properties and other
real estate-related assets by using-existing financing, if available, or borrowing new funds. In order to
satisfy the requirement that we distribute to stockholders at least 90% of our annual REIT taxable
income, or otherwise as is necessary or advisable to assure that we maintain:our. qualification as a
REIT for federal income tax purposes and/or avoid federal income tax, we may also borrow addmonal
funds for payment of distributions to stockholders. : =

There is no limitation on the amount we may invest in any single property or-other asset or on the
amount we can borrow for the purchase of any individual property or other investment..Under our
charter, the maximum amount of our indebtedness shall not exceed 300% of our “net assets” (as
defined by our charter) as of the date of any borrowing;. however we may exceed that limit. if approved
by a majority of our independent directors. ‘

In addition to our charter limitation, our board of directors has adopted a policy to generally limit
our aggregate borrowings to approximately 75% of the aggregate value of our assets unless substantial
justification exists that borrowing a greater amourit is in our best interests (for purposes of this policy
limitation and the ‘target leverage ratio discussed below, the value of our assets is based on’
methodologies and policies determined by our board of directors that may include, but do not requrre
independent appraisals). Our policy limitation, however, does not apply to individual real estate assets
and only will apply once we have invested substantially all of our capital raised in our Initial Public
Offering. As a result, we expect to borrow more than 75% of the value of any particular asset to the
extent our board of directors determines that borrowmg such amount is prudent. Such debt may be at
higher leverage than REITs with similar investment objectives or criteria. High debt levels would cause
us to incur higher interest charges, would result in higher debt service payments, and could be
accompanied by restrictive covenants. These factors could limit the amount of cash we have available to
distribute and could result in a decline in the value of your investment. Following the investment of the
remaining proceeds raised in our Initial Public Offering, we will seek a long-term leverage ratio of
approximately 50% to 60% upon stabilization: of our portfolio.

We do not intend to incur mortgage debt on a particular real property unless we believe the ;
property s projected cash flow is sufficient to service the mortgage debt. However, if there is a shortfall
in cash flow, then the amount available for distributions to stockholders may be affected. In addition,
incurring mortgage debt increases the risk of loss because (1) loss in investment value is generally
borne entirely by the borrower until such time as the investment value declines below the principal
balance of the associated debt and (2) defaults on indebtedness secured by a property may result in
foreclosure actions initiated by lenders and our loss of the property securing the loan that is in default.
For tax purposes a foreclosure of any of our properties wotild be treated as a sale of the property for a
purchase price equal to the outstanding balance of the debt secured by the mortgage. If the
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outstanding balance of the debt secured by the mortgage exceeds our tax basis in the property, we
would recognize taxable income on foreclosure, but would not receive any cash proceeds from the
foreclosure. We may give full or partial guarantees to lenders of mortgage debt to the entities that own
our properties. When we give a guaranty on behalf of an entity that owns one of our propertles, we will
be responsible to our lender for satisfaction of the debt if it is not paid by such entity. If any mortgages
contain cross- collaterahzatlon or cross-default provisions, there is a risk that more than one real
property may be affected by a default If any of our properties are foreclosed upon due to a default,
our ability to make distributions to our stockholders will be adversely affected. In addition, since we
intend to begin to consider the process of hquldatmg and distributing cash or listing our shares on a
national securities exchange within four to six years after the termination of our Initial Public Offering,
our approach to investing in properties utilizing leverage in order to accomplish our ‘investment
objectives over this period of time may present more risks to our stockholders than comparable real
estate programs that have a longer mtended duration and that do not utilize borrowing to the same
degree. : ‘

If mortgage debt is unavailable at reasonable rates, we may not be able to finance the multifamily
communities, which could reduce the number of properttes we can acquire and the amount of cash
distributions we can make. .

When we place mortgage debt on multifamily communities, we run the nsk of being unable to
refinance the properties when the loans come due, or of being unable to refinance on favorable terms.
If interest rates are higher when the properties are refinanced, we may not be able to finance the
properties at reasonable rates and our income could be reduced. If this occurs, it would reduce cash
available for distribution to our stockholders, and it may prevent us from borrowmg more money.

We may obtain and/or guaranty construction loans to finance multifamily developments

We and our joint venture partners including the developers, may obtain constructlon Joans to
finance the construction of multifamily developments. The construction loan lender may require that
the developer of the project provide a guaranty that the project will be completed The construction
loan lender may also require that we provide a similar completion guaranty or a full recourse payment
guaranty. If the developer fails to complete the project, if the project is delayed or if the completed
project fails to generate the expected cash flow, we may be liable under a‘loan guaranty. If we choose
not to complete an unfinished project, it may be liquidated based on the “as-is” value as opposed to a.
valuation based on the ability to complete the project. The occurrence of such events may have a
negative impact on our results of operations and our ability to pay distributions.

Our financial condition could be adversely affected by financial covenants under our credit facility.

Our $150.0 million credit facility agreement contains certain financial and operating covenants,
including, among other things, leverage ratios, certain coverage ratios, as well as limitations on our
ability to incur secured indebtedness. The credit facility agreement also contains customary default
provisions including the failure to timely pay debt service issued thereunder and the failure to comply
with our financial and operating covenants and cross-default provision with other debt. These covenants
could limit our ability to obtain additional funds needed to address liquidity needs or pursue growth
opportunities or transactions that would provide substantial return to our stockholders In addition, a
breach of these covenants could cause a default and accelerate payment of advances under the credit
facility agreement, which could have a material adverse effect on our financial condition.

Violating the covenants contained in our credit facility agreement would likely result in us
incurring higher finance costs and fees and/or an acceleration of the maturity date of advances under
the credit facility agreement all of which could have a material adverse effect on our results of
operations and financial condition.
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Lenders may require .us to enter into restrictive covenants relatmg to our operattons, whzch could limit our
ability to make distributions to our stockholders. ~

In connection with obtaining financing, a lender could i 1mpose restrictions on us ‘that affect our
ability to incur additional debt and our distribution and operating pohcles In general, we expect our
loan agreements to restrict our ability to encumber or otherwise transfer our interest in the respective
property without the prior consent of the lender. Loan documents we enter into may contain other
negative covenants that may limit our ability to further mortgage the property, discontinue insurance
coverage, replace Behrmger Harvard Multifamily Advisors T as our Advisor or impose other limitations.
Any such restriction or limitation may have an adverse effect on our operations and our ability to make
distributions to you.

Our ability to obtain ﬁnancmg on reasonable terms could be impacted by negative capttal market conditions.

Commercial real estate debt markets have experienced volatility and uncertainty as a result of
certain related factors, including the tightening of underwriting standards by lenders and credit rating
agencies, macro-economic issues related to fiscal, tax and regulatory policies and global financial issues -
arising from the European debt crisis and recessionary implications. Should these conditions increase
our overall cost of borrowings, either by increases in the index rates or by increases in lender spreads,
we will need to factor such increases into the economics of our acquisitions, developments and property
contributions. Investment returns on our assets and our ablhty to make acquisitions could be adversely
affected by our inability to secure financing on reasonable terms, if at all.

Interest-only indebtedness may increase our risk of default and ultlmately may reduce our ﬁmds avazlable for
distribution to our stockholders.

We may finance our property acquisitions using interest-only mortgage indebtedness. During the
interest-only period, the amount of each scheduled payment will be less than that of a traditional
amortizing mortgage loan. The principal balance of the mortgage loan will not be reduced (except in
the case of prepayments) because there are no scheduled monthly payments of principal during this
period. After the interest-only period, we will be required either to make scheduled payments of
amortized principal and interest or to make a lump-sum or “balloon” payment at maturity. These
requrred principal or balloon payments will increase the amount of our scheduled payments and may
increase our risk of default under the related mortgage loan. If the mortgage loan has an adjustable
interest rate, the amount of our scheduled payments also may increase at a time of rising interest rates.
Increased payments and substantial principal or balloon maturity payments will reduce the funds
available for distribution to our stockholders because cash otherwise available for distribution will be
required to pay principal and interest associated with these mortgage loans.

Increases in interest rates could increase the amount of our debt payments and adversely affect our ability to
make distributions to our stockholders. » :

We may incur indebtedness that bears interest at a variable rate. In addition, from time to time we
may pay mortgage loans or finance and refinance our properties in a rising interest rate environment.
Accordingly, increases in interest rates could increase our interest costs, which could have an adverse
effect on our cash flow from operating activities and our ability to make distributions to you. In
addition, if rising interest rates cause us to need additional capital to repay indebtedness in accordance
with its terms or otherwise, we may need to quuldate one or more of our investments at times that may
not permit realization of the maximum return on these investments. Prolonged interest rate increases
could also negatively impact our ability to make investments with positive economic returns.
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If we enter into financing arrangements mvolvmg balloon payment obligations, it may adversely affect our
ability to make distributions. co

Some of our financing arrangements may require us to make a lump-sum or “balloon” payment at
maturity. Our ability to make a balloon payment at maturity is uncertain and may depend upon our
ability to obtain additional financing or our ability to sell the property. At the time the balloon ‘
payment is due, we may or may not be able to refinance the balloon payment on terms as favorable as
the original loan or sell the property at a price sufficient to.make the balloon payment. The effect of a
refinancing or sale-could affect the rate of return to stockholders and the projected time of disposition
of our assets. In addition, payments of principal and interest made to service our debts may leave us
with insufficient cash to pay the distributions that we are required to pay to maintain our qualification
as a REIT and/or avoid federal income tax. Any of these results:would have a 51gn1f1cant negatlve
impact on your. investment. :

Risks Related to Investments in Re:il .E‘state-Related Assets

We may invest in real estate-related assets or hold a noncontrollmg interest in an asset, whtch will be subJect /
to the nsks typically associated with real estate.

We have invested and may continue to 1nvest in real estate-related loans and other real estate-
related assets. In addition, we may hold a noncontrolling interest in a real estate asset, such as a
minority interest or preferred equity. Each.of these investments will be subject to the risks typically
associated with the ownership of real estate.

We have relatively less experience investing in mortgage, bridge, mezzanine or other loans as compared to.
investing directly in real property, which could adversely ajfect our return on loan mvestments

The expenence of our Advisor and its affiliates with respect to investing in mortgage brldge ‘
mezzanine or other loans relating to multifamily communities is not as extensive as it is with respect to
investments directly in real properties. However, we have made and may continue to make such loan
investments to the extent our Advisor determines that it is advantageous to us due to the state of the.
real estate market or in order to diversify our investment portfolio. Our less extensive experience with.,
respect to mortgage,. brldge mezzanine or other loans could adversely affect our return on loan
investments. -

The bridge loans in which we may invest involve greater risks of loss than conventional mortgage loans.

We may provide or invest in bridge loans secured by first lien mortgages on a multlfamlly property
to borrowers who are typically seeking short-term capital to be used in an ‘acquisition or refinancing of
real estate. We may also provide or invest in bridge loans secured by a pledge of the ownership
interests of either the entity owning the real property or the entity that owns the interest in the entity
owning the real property. The borrower has usually identified an undervalued multifamily asset that has
been undermanaged or is located in a recovering market. If the market in which the asset is-located
fails to recover according to the borrower’s.projections, or if the borrower fails to improve the quality
of the asset’s management or the value of the asset, the borrower may not receive a sufficient return
on the asset to satisfy the bridge loan, and we may not recover some or all of our investment.

In addition, owners usually borrow funds under a convent10nal mortgage loan to repay a bridge
loan. We may therefore be dependent on a borrower’s “ability to obtain permanent financing to repay ‘
our bridge loan, which could depend on market conditions and other factors. Bridge loans are also
subject to risks of borrower defaults, bankruptcies, fraud, losses-and special hazard losses that are not
covered by standard hazard insurance. In the event of any default under bridge loans held by us, we
bear the risk of loss of principal and nonpayment of interest and fees to the extent of any deficiency
between the value of the mortgage collateral and the principal amount of the bridge loan. To the extent
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we suffer such losses with respect to our investments in bridge loans, the value of our company and the
price of our common stock may be adversely affected.

The mezzanine loans in which we invest involve greater risks of loss than senior loans secured by income-
producing real properties.

We have and may continue to invest-in mezzanine loans that take the form of subordinated loans
secured by second mortgages on the underlying real property or loans secured by a pledge of the.
ownership interests of either the entity owning the real property or the entity that owns the interest in
the entity owning the real property. These types of investments involve a higher degree of risk than
long-term senior mortgage lending secured by income-producing real property because the investment
may become unsecured as a result of foreclosure by the senior lender. In the event of a bankruptcy of
the entity providing the pledge of its ownership interests as security, we may not have full recourse to
the assets of the entity, or the assets of the entity may not be sufficient to satisfy our mezzanine loan.
If a borrower defaults on our mezzanine loan or:debt senior to our loan, or in the event of a borrower
bankruptcy, our mezzanine loan will be satisfied only after the senior debt is paid in full. Where debt
senior to our loan exists, the presence of intercreditor arrangements may limit our ability to amend our
loan documents, assign our loans, accept prepayments, exercise our remedies (through “standstill
periods”), and control decisions made in bankruptcy proceedings relating to borrowers. As a result, we
may not recover some or all of our investment, which could have a negatlve 1rnpact on our ability to
make distributions.

The construction loans in which we may invest involve greater risks of loss of investment and reduction of
return than conventional mortgage loans.

If we decide to invest in construction loans secured by multifamily or other types of underlying
properties, the nature of these loans pose a greater risk of loss than traditional mortgages. Since
construction loans are made generally for the express purpose of either the original development or
redevelopment of a property, the risk of lossis greater than a conventional mortgage because the
underlying properties subject to construction loans are generally unable to generate income during the -
period of the loan. Construction loans may also be subordinate to the first lien mortgages. Any delays
in completing the development or redevelopment multifamily project may increase the risk of default
or credit risk of the borrower which may increase the risk of loss or risk of a lower than expected
return to our portfolio.

Our mortgage, bridge, mezzanine or other loans may be impacted by unfavorable real estate market
conditions, which could decrease the value of our loan investments.

If we make or invest in mortgage, bridge, mezzanine or other loans, we will be at risk of defaults
on those loans caused by many conditions beyond our control, including local and other economic
conditions affecting real estate values and interest rate levels. We do not know whether the values of
the property securing the loans will remain at the levels existing on the dates of origination of the
loans. If the values of the underlying properties drop, our risk will increase and the values of our
interests may decrease.

Our mortgage, bridge, mezzanine or other loans will be subject to interest rate fluctuations, which could
reduce our returns as compared to market interest rates.

If we invest in fixed-rate, long-term mortgage, bridge, mezzanine or other loans and interest rates
rise, the loans could yield a return lower than then-current market rates. If interest.rates decrease, we
will be adversely affected to the extent that mortgage, bridge, mezzanine or other loans are prepaid,
because we may not be able to make new loans at the previously higher interest rate.
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Delays in ltquldatmg defaulted mortgage, bridge, mezzanine or other loans could reduce our investment
returns.

If there are defaults under our loans, we may not be able to repossess and quickly sell the
properties securing such loans. The resulting time delay could reduce the value of our investment in
the defaulted loans. An action to foreclose on a property securing a loan is regulated by state statutes
and rules and is subject to the delays and expenses of any lawsuit brought in connection with the
foreclosure if the defendant raises defenses or counterclaims. In the event of default by a mortgagor,
these restrictions, among other things, may impede our ability to foreclose on or sell the mortgaged
property or to obtain proceeds sufficient to repay all amounts due to us on the loan.

Returns on our mortgage, bridge, mezzanine or other loans may be limited by regulations.

The mortgage, bridge or mezzanine loans in which we invest, or that we may make, may be subject
to regulation by federal, state and local authorities (including those of foreign jurisdictions) and subject
to various laws and judicial and administrative decisions. We may determine not to make mortgage,
bridge, mezzanine or other loans in any jurisdiction in which we believe we have not complied in all
material respects with applicable requirements. If we decide not to make mortgage, bridge, mezzanine
or other loans in several jurisdictions, it could reduce the amount of income we would otherwise
receive.

Foreclosures create additional ownership risks that could adversely impact our returns on loan investments.

If we acquire property by foreclosure following defaults under our mortgage, bridge, mezzanine or
other loans, we will have the economic and liability risks as the owner of that property.

The liquidation of our assets may be delayed as a result of our investment in mortgage, bridge, mezzanine or
other loans, which could delay distributions to our stockholders.

The mezzanine and bridge loans we may purchase will be particularly 1111qu1d investments due to
their short life, their unsuitability for securitization and the greater difficulty of recoupment in the
event of a borrower’s default. If our Advisor determines that it is in our best interest to make or invest
in mortgage, bridge, mezzanine or other loans, any intended liquidation of us may be delayed beyond
the time of the sale of all of our properties until all mortgage, bridge or mezzanine loans expire or are
sold, because we may enter into mortgage, bridge, mezzanine or other loans with terms that expire
after the date we intend to have sold all of our properties. \

Investments in real estate-related securities will be subject to specific risks relating to the particular issuer of
the securities and may be subject to the general risks of investing in subordinated real estate securities, which
may result in losses to us.

We may invest in real estate-related securities of both publicly traded and private real estate
companies. Our investments in real estate-related securities will involve special risks relating to the
particular issuer of the real estate-related securities, including the financial condition and business
outlook of the issuer. Issuers of real estate-related equity securities generally invest in real estate or
real estate-related assets and are subject to the inherent risks associated with real estate-related
investments, which are discussed in this “Risk Factors™ section, including risks relating to rising interest
rates.

Real estate-related securities are often unsecured and also may be subordinated to other
obligations of the issuer. As a result, investments in real estate-related securities are subject to risks of:
(1) limited liquidity in the secondary trading market in the case of unlisted or thinly traded securities;
(2) substantial market price volatility resulting from changes in prevailing interest rates in the case of
traded equity securities; (3) subordination to the prior claims of banks and other senior lenders to the
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issuer; (4) the operation of mandatory sinking fund or call/redemption provisions during periods of
declining interest rates that could cause the issuer to reinvest redemption proceeds in lower yielding
assets; (5) the possibility that earnings of the issuer may be insufficient to meet its debt service and
distribution obllgatlons and (6) the declining creditworthiness and potential for insolvency of the issuer
during periods of rising interest rates and economic slowdown ot downturn. These risks may adversely
affect the value of outstandmg real estate-related securities and the ‘ability of the issuers thereof to
repay principal and interest or ‘make distribution payments.

Investments in real estate-related preferred equity securtttes involve a greater risk of loss than traditional debt
financing.

We may invest in real estate-related preferred equity securities, which. may involve a higher degree
of risk than traditional debt financing due to a variety of factors, including that such investments are
subordinate to traditional loans and are not secured by property underlying the investment.
Furthermore, should the issuer default on our investment, we would be able to proceed only agairlst
the entity in which we have an interest, and not the property owned by such entlty and underlymg our
1nvestrnent As a result we may not recover some or all of our investment.

We may make investments in non-U.S. dollar denominated property and real estate-related securities, which
will be subject to currency rates exposure and the uncertainty of foreign laws and markets.

We may purchase property or real estate-related securities denominated in foreign cutrencies. A
change in foreign currency exchange rates may have an adverse impact on returns on our non-U.S.
dollar denominated investments. Although we may hedge our foreign currency risk subject to the REIT
income qualification tests, we may not be able to do so successfully and may incur losses on these
investments as a result of exchange rate fluctuations.

We expect that a portion of any real estate-related securities investments we make will be illiquid and we may
not be able to adjust our portfolio in response to changes in economic and other conditions.

Certain of the real estate-related securities that we may purchase in connection with pr1vately
negotlated transactions will not be registered under the applicable securities laws, resulting in a
prohibition agamst their transfer, sale, pledge or other disposition except in a transaction that is exempt
from the registration requlrements of, or is otherwise in accordance with, those laws. As a result, our
ability to vary our portfolio in résponse to changes in economic and other conditions may be relatively
limited. The mezzanine and bridge loans we may purchase will be particularly illiquid investments due
to their short life, their unsuitability for securltlzatlon and the greater dlfflculty of recoupment 1n the
event of a borrower’s default

Interest rate and related risks may cause the value of our real estate-related securities to be reduced.

Interest rate risk is the risk that prevailing market interest rates change relative to the current
yield on fixed income securities such as preferred and debt securities, and to a lesser extent d1v1dend
paying common stock. Generally, when market interést rates rise, the market value of these securities -
declines, and vice versa. In addition, when interest rates fall, issuers are more likely to repurchase their
existing preferred and debt securities to take advantage of the lower cost of financing. As repurchases
occur, principal is'returned to the holders of the securities sooner ‘than expected, thereby lowering the
effective yield on the investment. On the other hand, when interest rates rise, issuers are more likely to
maintain their existing preferred and debt securities. As a:result, repurchases decrease, -thereby
extending the average maturity of the securities. We intend to. manage interest rate risk by purchasing :
preferred and debt securities with maturities and repurchase provisions that are designed to match our
investment objectives. If we are unable to manage these risks effectively, our results of operations,
financial condition and ability to.pay distributions to you will be adversely affected.
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We may acquire real estate-related securities through tender offers, which may require us to spend significant
amounts of ttme and money that otherwzse could be allocated to our operatwns

We may acquire real estate- related secuntles through tender offers, negotiated or otherw15e, in
which we solicit a target company’s stockholders to purchase their securities. The acquisition of these
securities could require us to spend s1gn1flcant amounts of money that otherwise could be allocated to
our operations. Additionally, in order to acquire the securities, the employees of our Advisor hkely will
need to devote a substantial portlon of their time to pursuing the tender offer—time that otherwise
could be allocated to managing our ‘business. These consequences could adversely affect our operations
and reduce the cash available for distribution to our stockholders.

The CMBS in which we may invest are subject to all of the risks of the underlying mortgage loans and the’
risks of the securitization process. o

Commercial mortgage-backed securities (“CMBS”) are securities that evidence interests in, or are
secured by, a single commercial mortgage loan or a pool of commerc1al mortgage loans. Accordingly,
these securities are subject to all of the risks of the underlying mortgage loans. .

In a rising interest rate environment, the value of CMBS may be adversely affected when payments
on underlying mortgages do not occur as anticipated, resulting in the extension of the security’s
effective maturity and the related increase in interest rate sensitivity of a longer-term instrument. The
value of CMBS may also change due to shifts in the market’s perception of issuers and regulatory or
tax changes adversely affectlng the mortgage securities market as a whole. In addition, CMBS are -
subject to the credit risk associated with the performance of the underlying mortgage properties. In
certain instances, third- party guarantees or other forms of credit support can reduce the credit risk.

CMBS are also sub]ect to several risks created through the securitization process. Subordinate
CMBS are paid interest only to the extent that there are funds available to make payments. To the
extent the collateral pool includes delinquent loans, there is a risk that interest payment on subordinate
CMBS will not be fully paid. Subordinate CMBS are also subject to greater credit risk than those
CMBS that are more hlghly rated.

If we use leverage in connection with any potential investments in CMBS, the risk of loss associated with this
type of investment will increase. ' ‘ '

We may use leverage in connection with our investment in CMBS. Although the use of leverage
may enhance returns and increase the number of investments that can be made, it may also
substantially increase the risk of loss. There can be no assurance that leveraged financing will be
available to us on favorable terms or that, among other factors, the terms of such financing will parailel
the maturities of the underlying securities acquired. Therefore, such financing may mature prior to the
maturity of the CMBS acquired by us. If alternative financing is not available, we may have to liquidate
assets at unfavorable prices to pay off such financing. We may utlhze repurchase agreements as a

component of our financing strategy. Repurchase agreements economically resemble short-term,
variable-rate financing and usually require the maintenance of specific loan- to-collateral value ratios. If
the market value of the CMBS subject to a repurchase agreement declines, we may be required to
provide additional collateral or make cash payments to maintain the loan to collateral value ratio. If we
are unable to. provide such collateral or cash repayments, we may lose our economic interest in' the
underlying CMBS. S
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Federal Income Tax Risks
Failure to qualify as a REIT would adversely affect our operations and our ability to make distributions.

In order for us to qualify as a REIT, we must satisfy certain requirements set forth in the Internal
Revenue Code and Treasury Regulations and vario'us factual matters and circumstélnces that are not
entirely within our control. We intend to structure our activities in a manner designed to satisfy all of
these requirements. However, if certain of our operations were, to be recharacterized by the Internal
Revenue Service, such recharacterization could jeopardize our ability to satisfy all of the requirements
for qualification as a REIT and may affect our ability to continue to qualify as a REIT. In addition,
new legislation, new regulations, administrative interpretations or court decisions could significantly
change the tax laws with respect to qualifying as a REIT or the federal income tax consequences of

qualifying.

Our qualification as a REIT depends upon our ability to meet, through investments, actual
operating results, distributions and satisfaction of specific stockholder rules, the various tests 1mposed
by the Internal Revenue Code. We cannot assure you that we will satisfy the REIT requirements in the
future.

If we fail to qualify as a REIT for any taxable year, we will be subject to federal income tax on
our taxable income for that year at corporate rates. In addition, we would generally be disqualified
from treatment as a REIT for the four taxable years following the year of losing our REIT status.
Losing our REIT status would reduce our net earnings available for investment or distribution to
stockholders because of the additional tax liability. In addition, distributions to stockholders would no
longer qualify for the distributions-paid deduction, and we would no longer be required to make
distributions. If this occurs, we might be required to borrow funds or liquidate some investments in
order to pay the appllcable tax. Our failure to qualify as a REIT would adversely. affect the return on
your investment. : :

Qualification as a REIT is subject to the satisfaction of tax requirements and various factual
matters and circumstances that are not entirely within our control. New legislation, regulations,
administrative interpretations or court decisions could change the tax laws with respect to qualification
as a REIT or the federal income tax consequences of being a REIT. Our failure to quahfy as a REIT
would adversely affect your return on your investment.

Our investment strategy may cause us to incur penalty taxes, lose our REIT status, or own and sell properties
through taxable REIT subsidiaries, each of which would.diminish the return to our stockholders.

It is possible that one or more sales of our properties may be “prohibited transactions” under
provisions of the Internal Revenue Code. If we are deemed to have engaged in a “prohibited
transaction” (i.e., we sell a property held by us primarily for sale in the ordinary course of our trade or
business) all income that we derive from such sale would be subject to a 100% penalty tax. The
Internal Revenue Code sets forth a safe harbor for REITs that wish to sell property without risking the
imposition of the 100% penalty tax. A principal requirement of the safe harbor is that the REIT must
hold the applicable property for not less than two years prior to its sale.

If we desire to sell a property pursuant to a transaction that does not fall within the safe harbor,
we may be able to avoid the 100% penalty tax if we acquired the property through a taxable REIT
subsidiary (“TRS”), or acquired the property and transferred it to a TRS for a non-tax business
purpose prior to the sale (i.e., for a reason other than the avoidance of taxes). However, there may be
circumstances that prevent us from using a TRS in a transaction that does not qualify for the safe
harbor. Additionally, even if it is possible to effect a property disposition through a TRS, we may
decide to forego the use of a TRS in a transaction that does not meet the safe harbor requirements
based on our own internal analysis, the opinion of counsel or the opinion of other tax advisers that the
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disposition should not be subject to the 100% penalty tax. In cases where a property disposition is not
effected through a TRS, the Internal Revenue Service could successfully assert that the disposition
constitutes a prohibited transaction, in which event all of the net income from the sale of such property
will be payable as a tax and none of the proceeds from such sale will be distributable by us to our
stockholders or available for investment by us.

If we acquire a property that we anticipate will not fall within the safe harbor from the 100%
penalty tax upon disposition, then we may acquire such property through a TRS in order to avoid the
possibility that the sale of such property will be a prohibited transaction and subject to the 100%
penalty tax. If we already own such a property directly or indirectly through an entity other than a
TRS, we may contribute the property to a TRS if there is another, non-tax related business purpose for
the contribution of such property to the TRS. Following the transfer of the property to a TRS, the
TRS will operate the property and may sell such property and distribute the net proceeds from such
sale to us, and we may distribute the net proceeds distributed to us by the TRS to our stockholders.
Though a sale of the property by a TRS likely would eliminate the danger of the application of the
100% penalty tax, the TRS itself would be subject to a tax at the federal level, and potentially at the
state and local levels, on the gain realized by it from the sale of the property as well as on the income
earned while the property is operated by the TRS. This tax obligation would diminish the amount of
the proceeds from the sale of such property that would be distributable to our stockholders. As a
result, the amount available for distribution to our stockholders would be substantially less than if the
REIT had not operated and sold such property through the TRS and such transaction was not
successfully characterized as a prohibited transaction. The maximum federal corporate income tax rate
currently is 35%. Federal, state and local corporate income tax rates may be increased in the future,
and any such increase would reduce the amount of the net proceeds available for distribution by us to
our stockholders from the sale of property through a TRS after the effective date of any increase in
such tax rates. : ' '

As a REIT, the value of the non-mortgage securities we hold in TRSs may not exceed 25% of the
total value of our assets at the end of any calendar quarter. If the Internal Revenue Service were to
determine that the value of our interests in all of our TRSs exceeded this limit at the end of any
calendar quarter, then we would fail to qualify as a REIT. If we determine it to be in our best interests .
to own a substantial number of our properties through one or more TRSs, then it is possible that the
Internal Revenue Service may conclude that the value of our interests in our TRSs exceeds 25% of the
value of our total assets at the end of any calendar quarter and therefore cause us to fail to qualify as
a REIT. Additionally, as a REIT, no more than 25% of our gross income with respect to any year may,
in general, be from sources other than real estate-related assets. Distributions paid to us from a TRS
are typically considered to be non-real estate income. Therefore, we may fail to qualify as a REIT if
distributions from all of our TRSs, when aggregated with all other non-real estate income with respect
to any one year, are more than 25% of our gross income with respect to such year. We will use all
reasonable efforts to structure our activities in a manner intended to satisfy the requirements for our
continued qualification as a REIT. Our failure to qualify as a REIT would adversely affect the return
on your investment. o

REIT distribution requirements could adversely affect our ability to execute our business plan.

We generally must distribute annually at least 90% of our REIT taxable income, subject to certain
adjustments and excluding any net capital gain, in order for federal corporate income tax not to apply
to earnings that we distribute. To the extent that we satisfy this distribution requirement, but distribute
Jess than 100% of our REIT taxable income, we will be subject to federal corporate income tax on our
undistributed REIT taxable income. In addition, we will be subject to a 4% nondeductible excise tax if
the actual amount that we pay out to our stockholders in a calendar year is less than a minimum
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amount specified under federal tax laws. We intend to make distributions to our stockholders to comply
with the REIT requirements of the Internal Revenue Code. '

Certain fees paid to us may affect our REIT status.

Income received in the nature of rental subsidies or rent guarantees, in some cases, may not
qualify as rental income and could be characterized by the Internal Revenue Service as non-qualifying
income for purposes of satisfying the “income tests” required for REIT qualification. In addition, in
connection with our Section 1031 TIC Transactions, we ‘or one of our affiliates may enter into a
number of contractual arrangements with Behringer Harvard Exchange Entities whereby we will
guarantee or effectively guarantee-the sale of the co-tenancy interests being offered by any Behringer
Harvard Exchange Entity. In consideration for entering into these agreements, we will be paid fees that
could be characterized by the Internal Revenue Service as non-qualifying income for purposes of
satisfying the “income tests” required for REIT qualification. If this fee income were, in fact, treated as
non-qualifying, and if the aggregate of such fee income and any other non-qualifying income in any
taxable year ever exceeded 5% of our gross revenues for such year, we could lose our REIT status for
that taxable year and the four taxable years following the year of losing our REIT status. We will use
commercially reasonable efforts to structure our activities in a manner intended to satisfy the
requirements for our continued qualification as a REIT. Our fallure to qualify as a REIT would
adversely affect the return on your investment. ,

Equity participation in mortgage, bridge and mezzanine loans may result in taxable income and gains from
these properties, which could adversely impact our REIT status.

If we participate under a loan in any appreciation of the properties securing the loan or its cash
flow and the Internal Revenue Service characterizes this participation as “equity,” we might have to
recognize income, gains and other items from the property for federal income tax purposes. This could
affect our ab111ty to qualify as a REIT

Recharactenzatwn of the Section 1031 TIC Transactions may result in taxation of income ﬁ'om a prohibited
transaction, which would diminish distributions to our stockholders.

In the event that the Internal Revenue Service were to recharacterize the Section 1031 TIC :
Transactions such that we, rather than the Behringer Harvard Exchange Entity, are treated as the bona
fide owner, for tax purposes, of propertles acquired and resold by the Behringer Harvard Exchange
Entity in connection with the Section 1031 TIC Transactions, such characterization could result in the
fees paid to us by the Behringer Harvard Exchange Entlty as being deemed income from a prohlblted
transaction, in which event the fee income paid to us in connection with the Section 1031 TIC
Transactions would be subject to the 100% penalty tax. If this occurs, our ab111ty to make cash
distributions to our stockholders will be adversely affected

You may have current tax liability on distributions you elect to reinvest in our common stock.

If you participate in our distribution reinvestment plan, you will be deemed to have received, and
for income tax purposes will be taxed on, the amount reinvested in shares of our common stock to the
extent the amount reinvested was not a tax-free return of capital. In addition, you will be treated for
tax purposes as having received an additional distribution to the extent the shares are purchased at a
discount to fair market value. As a result, unless you are a tax-exempt entity, you may have to use
funds from other sources to pay your tax liability on the value of the shares of common stock received.
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If our operating partnership fails to maintain its status as a partnership or other flow-through entity for tax
purposes, its income may be subject to taxation, which would reduce the cash available to us for distribution
to our stockholders.

We intend to maintain the status of Behrlnger Harvard Multlfamlly OP I, our operatlng
partnership, as a partnership (or other flow-through entity) for federal income tax purposes. However,
if the Internal Revenue Service were to successfully challenge the status of the operating partnershxp as
an entity taxable as a partnership, Behringer Harvard Multifamily OP I would be taxable as a
corporation. In such event, this would reduce the amount of distributions that the operating partnership
could make to us. This could also result in our losing REIT status, and ‘becoming subject to a corporate
level tax.on our income. This would substantially reduce the cash available to us to make distributions
and the return on your investment. In addition, if any of the partnerships or limited liability companies
through which the operating partnership owns its properties, in whole-or ‘in part, loses its-
characterization as a partnership for federal income tax purposes, it would be subject to taxation as'a
corporation, thereby reducing distributions to the operating partnership. Such a- recharacterization of an
underlylng pr0perty owner could also threaten our ablhty to maintain REIT status. :

In certain circumstances, we may be subject to federal and state taxes, whtch would reduce our cash available
Jor distribution to our stockholders. «

Even if we qualify and maintain our status as a REIT, we may become- subject to federal and state
taxes. For example, if we have net income from a “prohibited . transaction,” such income will be subject
to the 100% penalty tax. We may not be able to make sufficient distributions to avoid excise taxes
applicable to REITs. We may also decide to retain income we earn from the sale or other disposition
of our assets and pay income tax directly on such income. In that event, our stockholders would be
treated as if they earned that income and paid the tax on it directly, We may also be subject to state
and local taxes, including potentially the “margin tax” in the State of Texas, on our income or property,
either directly or at the level of the operating partnership or at the level of the other companies
through which we indirectly own our assets. Any federal or state taxes paid by us will reduce the cash
avallable to us for dlstr1but10n to our stockholders

We may be dtsqualtﬁed Jrom treatment asa REI Tifa Jomt venture entity elects to quahjj’ as a REIT and is
later disqualified from'treatment as a REI T i

As part of our joint Ventures such as our joint ventures with our BHMP Co- Investment Partner ,
MW Co-Investment Partner or future joint ventures with any other Behrmger Harvard sponsored '
investment program, we have and we may in the future form subs1d1ary REITs that will acquire and
hold assets, such as a co-investment project owned through a Jomt venture with our BHMP
Co-Investment Partner. In order to qualify as a REIT, among numerous other requirements, each
subsidiary REIT must have at least 100 persons as beneficial owners after the first taxable year for.
which it makes an election to be taxed as a REIT and satisfy all of the other requirements for REITs |
under the Internal Revenue Code. We may be unable to satisfy these requirements for the subsidiary
REIT; created in our joint ventures with the BHMP Co-Investment Partner or other joint ventures. In -
the event that a subsidiary REIT is disqualified from treatment as a REIT for whatever reason, we will
be disqualified from treatment as a REIT as well absent our ability to comply with certain relief '
provisions, which are unlikely to be available. If we were disqualified from treatment as a REIT we
would lose the ability to deduct from our income distributions that we make to our stockholders, and
there would be a negative impact on our operations and our stockholders’ investment in us.

A subsidiary REIT may become subject to state taxation; negatively affecting its operating results.

A number of states tax captive REITs, and such taxes'may impact the subsidiary REITS. In
addition, certain other states are considering whether to tax captive REITS. If any subsidiary REIT
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becomes subject to state taxation, that subsidiary REIT’s results of operations could be negatively
affected. : :

Non-U.S. income or other taxes, and a requirement to withhold any non-U.S. taxes, may apply, and, if so, the
amount of net cash from operations payable to you will be reduced.

We may acquire real property located outside: the United States and may invest in stock or other
securities of entities owning real property located outside the United States. As.a result, we may be
subject to foreign (i.e., non-U.S.) income taxes, stamp taxes, real property conveyance taxes,
withholding taxes, and other foreign taxes or similar impositions in connection with our ownership of
foreign real property or foreign securities. The country in which the real property is located may
impose such taxes regardless of whether we are profitable and in addition to any U.S. income tax or
other U.S. taxes imposed on profits from our investments in such real property or securities. If a
foreign country imposes income taxes on profits from our investment in foreign real property or foreign
securities, you will not be eligible to claim a tax credit on your U.S. federal income tax returns to offset
the income taxes paid to the foreign country, and the imposition of any foreign taxes in connection
with our ownership and operation of foreign real property or our investment in securities of foreign
entities will reduce the amounts distributable to you. Similarly,-the imposition of withholding taxes by a
foreign country will reduce the amounts distributable to you. We expect the organizational costs
associated with non-U.S. investments, including costs to structure the investments so as to minimize the
impact of foreign taxes, will be higher than those associated with U.S. investments. Moreover, we may
be required to file income tax or other information returns in foreign jurisdictions as a result. of our
investments made outside of the United States. Any organizational costs and reporting requirements
will increase our administrative expenses and reduce the amount of cash available for distribution to
you. You are urged to consult with your own tax advisers with respect to the impact of applicable
non-U.S. taxes and tax withholding requirements on an investment in our common stock.

Our foreign investments will be subject to changes in foreign tax or other laws, as well as to changes in U.S.
tax laws, and such changes could negatively impact our returns from any particular investment.

We may make investments in real estate located outside of the United States. Such investments
will typically be structured to minimize non-U.S. taxes, and generally. include the use of holding
companies. Our ownership, operation and disposition strategy with respect to non-U.S. investments will
take into account foreign tax considerations. For example, it is typically advantageous from a tax
perspective in non-U.S. jurisdictions to sell interests in ‘a holding company that owns real estate rather
than the real estate itself. Buyers of such entities, however, will often discount their purchase price by
any inherent or expected tax in such entity. Additionally, the pool of buyers for interests in such
holding companies is typically more limited than buyers of direct interests in real estate, and we may be
forced to dispose of real estate directly, thus potentially incurring higher foreign taxes and negatively
affecting the return on the investment. .

We will also capitalize our holding companies with debt and equity to reduce foreign income and
withholding taxes as appropriate and with consultation with local counsel in each jurisdiction. Such
capitalization structures are complex and potentially subject to challenge by forelgn and domestic taxing
authorities. ‘

We may use certain holding structures for our non-U.S. investments to accommodate the needs of
one class of investors which reduce the after-tax returns to other classes of investors. For example, if
we interpose an entity treated as a corporation for United States tax purposes in our chain of
ownership with respect to any particular investment, U.S. tax-exempt investors will generally benefit as
such investment will no longer generate unrelated business taxable income. However, if a corporate
entity is interposed in a non-U.S. investment holding structure, this would prevent individual investors
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from claiming a foreign tax credit for any non-U.S. income taxes incurred by the corporate entity or its
subsidiaries.

Forelgn investments are subject to changes in foreign tax or other laws. Any such law changes may
require us to modify or abandon a particular holding structure. Such changes may also lead to higher
tax rates on our foreign investments than we anticipated, regardless of structuring modifications.
Additionally, U.S. tax laws with respect to foreign investments are subject to change, and such changes
could negatively impact our returns from any particular investment. o

Legislative or regulatory action could adversely affect the returns to our investors.

In recent years, numerous legislative, judicial and administrative changes have been made in the
provisions of the federal income tax laws applicable to investments similar to an investment in shares of
our common stock. Additional changes to the tax laws are likely to continue to occur, and we cannot
assure you that any such changes will not adversely affect the taxation of a stockholder. Any such
changes could have an adverse effect on an investment in our shares or on the market value or the
resale potential of our assets. You are urged to consult with your own tax adviser with respect to the
impact of recent legislation on your investment in our shares and the status of legislative, regulatory or
administrative developments and proposals and their potential effect on an investment in our shares.
You also should note that our counsel’s tax opinion was. based upon existing law and Treasury
Regulations, applicable as of the date of its opinion, all of which are subject to change, either
prospectively or retroactively. :

There is generally a reduced tax rate on dividends paid by corporations to individuals equal to the
capital gain rate, which, as of January 1, 2013, is at a maximum tax rate of 20%. REIT distributions
generally do not qualify for this reduced rate. The maximum corporate tax rate for dividends received
by ‘corporations is 35%. As a REIT, we generally would not be subject to federal or state corporate
income taxes on that portion of our ordinary income or capital gain that we distribute currently to our
stockholders, and we thus expect to avoid the “double taxation™ to which other corporations are
typically subject.

Although REITs continue to receive substantially better tax treatment than entities taxed as
corporations, it is possible that future legislation would result in a REIT having fewer tax advantages,
and it could become more advantageous for a company that invests in real estate to elect to be taxed
for federal income tax purposes as a corporation. As a result, our charter provides our board of
directors with the power, under certain circumstances, to révoke or otherwise terminate our REIT
election and cause us to be taxed as a corporation, without the vote of our stockholders. Qur board of
directors has fiduciary duties to us and our stockholders and could only cause such changes in our tax
treatment if it determines in good faith that such changes are in the best interest of our stockholders.

Risks Related to Investments by Benefit Plans Subject to ERISA and Certain Tax-Exempt Entities
(including IRAs)

If you fail to meet the fiduciary and other standards under ERISA or the Internal Revenue Code as a result of
an investment in our stock, you could be subject to criminal and civil penalties.

There are special considerations that apply to employee benefit plans subject to ERISA (such as
profit sharing, section 401(k) or pension plans) and other retirement plans or accounts subject to
Section 4975 of the Internal Revenue Code (such as an IRA) that are investing in our shares. If you
are investing the assets of such a plan or account in our common stock, you should satisfy yourself that:

* your investment is consistent with your fiduciary obligations and other duties under ERISA and
the Internal Revenue Code;
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* your investment is made in accordance with the documents and. instruments governing your plan
or IRA, including your plan’s or account’s investment policy;

* your investment satisfies the prudence and diversification requirements of Sections 404(a)(1)(B)
and 404(a)(1)(C) of ERISA and other applicable provisions of ERISA and the Internal Revenue
Code;

* your investment in our shares, for which no public tradlng market exists, is consistent with the
liquidity needs of the plan or IRA;

* your investment will not produce an unacceptable amount of “unrelated business taxable:
income” for the plan or IRA;

* you will be able to comply with the requ1rements under ERISA and the Internal Revenue Code
to value the assets of the plan or IRA annually; and

* your investment will not constitute a prohibited transaction under Sectlon 406 of ERISA or
Section 4975 of the Internal Revenue Code.

We have adopted a valuation policy in respect of estimating the per share value of our common
stock and expect to disclose such estimated value annually. For information regarding our estimated
value per share; see Part II, Item'5, “Market for Registrant’s Common Equity, Related Stockholder
Matters, and Issuer Purchases of Equity Securities—Market Information” ‘of this Annual Report on
Form 10-K. We can make no assurances that such estimated value will satisfy the applicable annual -
valuation requirements under ERISA and the Internal Revenue Code. The Department of Labor or
the Internal Revenue Service may determine that a plan fiduciary or an IRA custodian is requlred to
take further steps to determine the value of our common shares. In the absence of an appropriate
determination of value, a plan fiduciary or an IRA custodian may be subject to damages, penaltles or
other sanctions.

Failure to satisfy the fiduciary standards of conduct and other applicable requirements of ERISA
and the Internal Revenue Code may result in the imposition of civil and criminal penalties and could
subject the fiduciary to claims for damages or for equitable remedies. In addition, if an investment in
our shares constitutes a prohibited transaction under ERISA or the Internal Revenue Code, the v
fiduciary or IRA owner who authorized or directed the investment or a related party may be subject to
the imposition of excise taxes with respect to the amount invested. In the case of a prohibited ;
transaction involving an IRA owner, the IRA may be dlsquahf}ed and all of the assets of the IRA may
be deemed distributed and subjected to tax. ERISA plan fiduciaries and IRA owners and custodians
should consult with counsel before making an investment in our common shares.

Item 1B. Unresolved Staff Comments

None.
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Item 2. Properties.
Description of Properties and Real Estate-Related Assets

- We make real estate investments through wholly owned entities or through Co-Investment
Ventures, which may in turn invest through Property Entities. Our investment criteria, analysis and
strategies'are substantially the same under each of these ownership structures. As of December 31,
2012, we had 47 consolidated multifamily communities (including 11 developments), one unconsolldated
joint venture debt investment in another multifamily community, where the joint venture has made a
loan investment to a Property Entity, and three separate, wholly owned debt investments, consisting of
mezzanine and land loans, in three other multifamily communities. As of December 31, 2011, we had
37 consolidated multifamily communities, one unconsolidated joint venture equity investment in ,
another multifamily community, where the joint venture has made a loan investment to the Property
Entity, and four separate, wholly owned debt investments in four other multifamily communities. -

The following tables present our consolidated real estate investments and our investment in an
unconsolidated real estate joint venture (which investment is made through a consolidated BHMP'
CO-JV) as of December 31, 2012. The investments are categorized as of December 31, 2012 based on
geographic region and type of investment, either operating, development or loan investments. We also
categorlze based on the stages in the development and operation of the investment and for investments
in unconsolidated real estate joint ventures based on its type of underlymg investment. The defmltlons
of each stage are as follows:

« Stabilized / Comparable are communities that are stabilized (the earlier of 90% occupancy or
one year after completion) for both the current and prior reporting year.

+ Stabilized / Non-comparable are communities that have been stabilized or acquired after ;
January 1, 2011. Communities where the basis of accounting changed from equity accountmg to
consolidation after January 1, 2011 are also classified as non-comparable.

* Lease ups are communities that have commenced leasing but have not yet reached stabilization.
We do not currently have any communities in lease up. ‘
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* Developments are communities currently under construction for which leasing activity has not .

commenced.

C lidated Equity Investment

Operating Properties by Geographic
Region'®

Florida ’ .
The District Universal Boulevar

Satori . . .. ... ... .. ...

Georgia

The Reserve at John’s Creek Walk . .
The Reserve at LaVista Walk® , . ..

Mid-Atlantic

55Hundred . .............
Bailey’s Crossing . . . ........
Burrough’s Mill . . .. ........
The Cameron . ............
The Lofts at Park Crest® ... ...

Mid-West

Burnham Pointe® . . . . ... . ...

Mountain

4550 Cherry Creek . ... ......
7166 at Belmar . ...........
Skye 2905 .. .. ... ...
The Venue . . .. ...........
Veritas . . .. ... ..........

New England

Grand Reserve Orange® . . . . . ..
Pembroke Woods . . . ... .....
Stone Gate. . . ............
West Village . . . ...........

Northern California
Acacia on Santa Rosa Creek®

Acappella . . .............
Argenta . ...............
Renaissance . .. ...........

Northwest

Cyan/PDX . . .............
Tapelo Alley . . .. ..........

Southern California

Calypso Apartments and Lofts . . . .
FortyS5 Lofts . ............
The Gallery at NoHo Commons® . .
San Sebastian . . ...........

Texas

Allegro . . ... ...
Briar Forest Lofts . . . ... .....
Eclipse . . ...............
Fitzhugh Urban Flats .. . . . . . ..
Grand Reserve . . ..........

As of December 31, 2012

Monthly

Year of Year Physical Rental Total Net

’ Ownership Initial of Occupancy Revenue  Real Estate

Location Units G 1 (b) pletion® Rate®... per Unit® (in millions)
Orlando, FL 425 55% 2010 2009 93%  $1,119 $ 601
Fort Lauderdale, FL 279 51% 2007 2010 95% 2,056 79.6
Johns Creek, GA’ 210 51% 2007 2006 97% 1,224 28.2
Atlanta, GA 283 100% 2010 2008 - 98% 1,241 35.8
Arlington, VA 234 55% 2007 2010 94% - 1,876 772
Alexandria, VA 414 52% 2007 2010 94%. 1,862 124.8
Cherry Hill, NJ 308 55% 2009 2004 95% 1,516 59.0
Silver Spring, MD 325 70% 2007 2010 92% 1,951 99.3
McLean, VA 131 55% 2010 2008 93% 3,232 44.0
Chicago, IL 298 100% 2010 2008 95% . 2,161 81.3
Denver, CO 288 55% 2010 2004 94% 1,737 74.6
Lakewood, CO 308 55% 2010 2008 95% 1,277 54.1
Denver, CO 400 55% 2008 2010 95% 1,544 96.7
Clark. County, NV 168 55% 2008 2009 89% 895 24,5
Henderson, NV 430 52% 2007 2011 2% 999 594
Orange, CT 168 100% 2009 2005 93% » 1,561 225
Pembroke, MA - - 240 100% 2012 2006 92% 1,396 40.9
Marlborough, MA 332 55% 2011 2007 91% 1,503 60.3
Mansfield, MA 200 55% 2011 2008 93% 1,634 335
Santa Rosa, CA 277 55% 2010 2003 - 95% 1,441 344
San Bruno, CA 163 100% 2010 2010 93% 2,417 50.3
San Franciso, CA 179 55% 2011 2008 94% 3,212 87.9
Concord, CA 132 55% 2011 2008 95% 2,084 384
Portland, OR 352 55% 2009 2009 94% 1,318 715
Portland, OR 188 55% 2010 2009 93% 1,355 38.0
Irvine, CA 177 55% 2009 2008 96% 1,911 54.5
Marina del Rey, CA 140 55% 2009 2010 '98% 3,291 76.9
Los Angeles, CA 438 55% 2009 2008 95% 1,481 96.1
Laguna Woods, CA 134 55% 2009 2010 93% 2,109 352
Addison, TX 272 100% 2010 2010 95% 1,518 40.7
Houston, TX 352 55% 2010 2008 95% 1,196 42.8
Houston, TX 330 55% 2007 2009 96% 1,261 48.6
Dallas, TX 452 55% 2010 2009 94% 1,209 55.8
Dallas, TX 149 74% 2007 2009 91% 1,994 30.2
Houston, TX 301 55% 2009 2004 97% 1,230 317
Houston, TX 392 100% 2010 2008 96% 1,652 59.3
9,869 2008 94%  $1,59 $2,054.1

(Table continued on next page)
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(Table continued from previous page)
) : As of December 31, 2012
Monthly Investment in

" Year of Estimated Physical Rental Real Estate/
: -, Ownership Initial - Year of pancy R Bal
Location Units A Investment®™ Completion'® Rate®  per Unit®  (in millions)

Developments by Geographic Region®
Florida ‘ :

The Franklin Delray . ........ Delray Beach, FL 180 100% 2012 3rd Quarter 2013 N/A N/A $ 207
Mountain .

21 Lawrence . . .. .. ........ Denver, CO 212 80% 2012 4th Quarter 2014 N/A - N/A 8.1
New England

Audubon . ............... Wakefield, MA 186 80% 2012 1st Quarter 2015 N/A N/A 73

Water Street . . ... .....:.. . Cambridge, MA 392 80% 2012 3rd Quarter 2015 N/A N/A 243
Northern California ) . . .

Renaissance Phase IT . . . .. .. .. Concord, CA ‘180 55% 2011 4th Quarter 2015 N/A N/A 8.7
Texas ’

4110 Fairmount . . . ......... Dallas, TX 299 100% 2012 . 3rd Quarter.2014 N/A N/A 14.1

AllegroPhase IT. . . . . ....... Addison, TX 121 100% 2010 2nd Quarter 2013 N/A - N/A 9.4

Allusion West University . . . . ... Houston, TX 231 100% 2012 4th Quarter 2014 .- N/A N/A 154

Arpeggio Victory Park . . ... ... Dallas, TX 377 100% 2012 3rd Quarter 2014 N/A N/A 224

The Muse Museum District . . . . . Houston, TX 270 80% 2012 2nd Quarter 2015  N/A N/A 131

SevenRio . .............. Austin, TX 221 90% 2011 4th Quarter 2014 N/A N/A 8.1

Total Developments . . . . .. .. 2,669 ’ 151.6

Total Consolidated Real Estate . . . . 12,538 ' $2,205.7
Consolidated Loan Investments by

Geographic Region®
Lease up '
Texas )

The Domain . . . ........... Houston, TX 320 100% = 2011 2012® 45% N/A $ 98
Developments
Mountain )

Jefferson at One Scottsdale . . . . . Scottsdale, AZ 388 100% 2012 4th Quarter 2014 N/A N/A 213
Southern California

Pacifica . . . .............. Costa Mesa, CA 113 100% 2011 N/A N/A N/A 4.9
Total Consolidated Loan Investments . 821 ‘ $ 360
U lidated Loan Investment:
Development
Texas

TDI121Custer ... ......... Allen, TX 444 55% 2012 2014 N/A N/A $ 56
Total U lidated Investment . . . 444 ) $ 56

Total—Consolidated and
Unconsolidated . . . . . ... .. 13,803

(a) Ownership percentage is as of December 31, 2012 and represents our share of contributed capital.
Actual cash distributions may be at different percentages or may vary.over time. Each of our
investments with our Co-Investment Venture partners may become subject to buy/sell rights with
the Co-Investment Partners.

(b) Year of initial investment represents the year of our initial loan or equity investment in the
multifamily community.

(c) We consider a multifamily community complete when the community is substantially constructed or
renovated and capable of generating all significant revenue sources. Accordingly, the date provided
may be different from the completion dates defined in the various contractual agreements or the
final issuance of any official regulatory recognition of completion related to each multifamily
community. The weighted average year of completion for operating properties was based upon
number of units. For multifamily communities not completed as of December 31, 2012, the table
presents the projected completion date, unless the development has not yet established a
completion date, in which case it is designated as “N/A”.
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(d)

(e)

®

(8)

(h)

Physical occupancy is defined as the residential units occupied for stabilized propertles as of
December 31, 2012 divided by the total number of residential units. Not considered in the physical
occupancy rate is rental space designed for other than residential use, which is primarily retail
space. As of December 31, 2012, the total gross leasable area of retail space for all of these

- communities is apprommately 170,000 square feet, which is- approximately 2% of total rentable

area. As of December 31, 2012, all of the communities with retail space are stabilized, and
approximately 75% of the 170,000 square feet of retail space was occupied. The calculation of total
average physical occupancy rates are based upon weighted average number of residential units.

Monthly rental revenue. per unit has been calculated based on the leases in effect as of
December 31, 2012 for stabilized properties. Monthly rental revenue per unit only includes base
rents for the occupied units, including affordable housing payments and subsidies, and does not
include other charges for storage, parking, pets, cleaning, clubhouse or other miscellaneous
amounts. For the year ended December 31, 2012, these other charges were approximately

$15.7 million, approximately 8% of total combined revenues for the period. The monthly rental
revenue per unit also does not include unleased units or non-residential rental areas, which are
primarily related to retail space. ’

Geographic regions not identified to a state are defined in Item 7, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Property Portfolio” of this Annual
Report on Form 10-K. L

All operating properties are classified as stabilized/non-comparable, except for the followmg, which
are classified as stabilized/comparable: Acacia on Santa Rosa Creek, Burnham Pointe, The Gallery
at NoHo Commons, Grand Reserve Orange, The Lofts at Park Crest, The Reserve at LaVista. -
Walk, and Uptown Post Oak,

Construction of the development was completed in 2012.

For additional information regarding our real estate portfolio, see Part I, Item 1, “Business” and

Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” of this Annual Report on Form 10-K.

Item 3. Legal Proceedings

We are not party to, and none of our communities are subject to, any material pending legal

proceeding nor are we aware of any such legal or regulatory proceedings contemplated by
governmental authorities.

Item 4. Mine Safety Disclosures

Not applicable
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a - . PART H,

Item 5 Market for Registrant’s Common Equnty, Related Stockholder Matters and Issuer Purchases .
of Equity Securities . .

Market Information

There is no established pubhc tradlng market for our common stock. Therefore, there is a risk that
a stockholder may not be able to sell our stock at a time or price acceptable to the stockholder. Unless
and until our shares are listed on a nat1onal securities exchange, it is not expected that a public market
for the shares will develop.

Estimated Per Share Value

On March 1, 2013, pursuant to our Second Amended and Restated Policy for Estimation of
Common Stock Value (the “Valuation Pol1cy”) our board of directors, including all of its independent
members met and established an estimated per share value of the Company’s common stock- effective
as of March 1, 2013 equal to $10.03 per share based on the process and methodology discuss herein.

« Process and Methodology G

Our overall objective was to determine an estimated’ per share'valué that is supported by
methodologies and assumptions that we- beheve are appropnate glven our current cucumstances and
cons1stent w1th 1ndustry-standards !

Our board of directors determined our estlmated Value per share after it. consulted w1th our
advisor, Behringer Harvard Multifamily Advisors I and.Duff and Phelps LI.C, an 1ndependent third
party real estate. research, valuation and advisory firm (f,‘D&P”) engaged by the Company. D&P.is an . .
independent valuation and consulting firm whose review of the Adyisor’s valuation was conducted in
conformity with the requirements of the Code. of Professmnal Ethics & Standards of Profess1onal
Practice of the Appraisal Institute. The engagement of D&P was approved by our.board of d1rectors,
including all of its independent members. : , : B

Our board of directors estimated the per share value of our common stock based upon a
recommendation by.our Advisor. In arriving at its recommended estimated value per share, the Advisor
utilized valuation methodologies that the Advisor, our board of directors and D&P. believe are standard
and acceptable in the real estate industry for the types of assets and liabilities held by the Company.
The followmg is a summary of the Valuat1on methodolog1es used by the Advisor:

To 4y

Operating Real Estate. Values for 1nvestments in operating real estate were estimated usmg a_
direct market capitalization rate approach We beheve that a direct market cap1tal1zat10n approach 1S -
communities are considered to have more consistent. cash flow results than other types of real estate
investments. For those other real estate investments (generally office, retail and industrial) a discounted
cash flow is more suited to incorporate non-recurring results related fo tenant 1mprovements leasmg
costs and vacancies. As multifamily doés not generally have thé degree of these non- recurrmg
transactions as other real estate investment types, an extended cash flow’ analysis is not necessary ‘and'a
direct market capitalization approach includes the significant operations for multifamily investments.
Under this approach, for each property a stabilized net operating income was estimated, for the twelve
months from February 2013 and divided by an assumed market capitalization rate. The inputs fox,this .
calculation were specific to the applicable market, location and. quality.of each property, and were .. -
based on investors’ return expectations and-market assessments, These inputs included rental growth ..,
rates, operating expenses, occupancy, capital. expenditures and capitalization rates. A summary of the
key assumptions by geographic region is shown below on a weighted average basis (See Item 7,
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“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Property
Portfolio” for a description of our geographic regions):

Annual Rental - Capitalization

Geographic Region Occupancy Growth Rate Rate
Florida ........cciiiiii i, 93% 5.9% 4.8%
Georgia . ....oovvviii.. i T 95 48% 5.2%
Mid-Atlantic .................... R 9% - 56% - 44%
Mid-West. . .o ov oo e 95% - 9.6% 4.6%
Mountain ............vuiuiieirnenene 94% 4.3% 5.1%
NewEngland . ....................... 93% 3.3% 4.9%
Northern California ................... 95% 6.5% 4.3%
Northwest ............. ... ... . ..., 94% 3.8% - 43%
Southern California . .................. 94% 6.6% - 44%
Texas.......oovvininnnn. e 9%5% . 49% 5.1%

94% 54% 4.7%

Construction in Progress. As of February 1, 2013, the Company has 11 multifamily developments
in progress. For multifamily community developments, where significant progress has been completed
on the development or the property has been held for a significant period, values were estimated using
a discounted cash flow analysis. As cash flows for these development investments have not stabilized as
of the valuation date but are reasonably projected, we believe that a discounted cash flow approach is
the preferred method for multifamily developments. Under this approach, cash flow estimates were
prepared from January 1, 2013 through the estimated holding period, including a terminal value, net of
estimated disposition costs, and presént valued at a market discount rate. The inputs for this-
calculation were based on the applicable market, location, quality of each development, development
risk premium and completion stage of each development and were derived from the perspective of
applicable investors. These inputs included construction costs, completion dates, lease up rates, rental
growth rates, operating expenses, occupancy, cap1tal expenditures, exit capitalization rates and discount
rates. A

A discounted cash flow analysis was completed for two developments and a summary of the key
assumptions by geographic reglon is shown below on a weighted’ average bas1s '

Annual Rental Exit Lease up period

Geographic Region Growth Rate Capitalization’ Rate Discount Rate (in years)

Florida .......... P O S ' 3.8% 4.7% 8.4% 0.8

Texas ....... e e 3.5% - 5.3% 8.3% 0.6
o 37% 4.9% 83% 07

For nine of our developments, where the development land was recently acquired and minimal
construction costs have been incurred, a discounted cash flow was not calculated, as the incurred costs
are considered current value and from a market perspective, such costs are a reasonable approximation
of the discounted cash flow Valuatlon ’

Notes Receivable. Values for notes recéivable, which mclude mezzanine and land loans, were
estimated using a discounted cash flow analysis. The cash flows were based on the remaining loan
terms and estimated current market interest rates with similar charactéristics, primarily loan-to-value
characteristics. Because of the recent date ‘of these loans and the short term maturity dates, the
contractual amounts due were considered a reasonable approx1mat10n of current value for each of the
loans. ; :

78



Mortgage Loans and Credit Facility Payable. ~ Values for mortgage loans and our credit facility
payable were estimated using a discounted cash flow analysis, which would use inputs based on the
remaining loan terms and estimated current market interest rates for mortgage loans and credit
facilities with similar charactenstlcs, including remaining loan term and loan-to-value ratios. The
current market interest rate was generally determined based on the market spread plus the rate on
U.S. treasuries for the remaining maturity. The estlmated current market 1nterest rates for mortgage
loans ranged from 2.3% to 3.7%. ’

Other Assets and Lzabzlztzes. For a majority of our other assets and liabilities, consisting of cash
and cash equivalents, short-term investments, accounts payable and other liabilities, the carrying values
as of December 31, 2012, adjusted for significant activity to February 1, 2013, are considered equal to
fair value due to their cost-based characteristics or short maturities. The value for our investment in an
unconsolidated joint venture was estimated using the methodologies described above applied to the
individual assets and liabilities of the joint venture. In connection with our estimated valuation of
operating properties, notes receivable and mortgage loans payable, certain GAAP balances related to
accumulated depreciation  and-amortization, straight-lining of rents, deferred revenues and expenses,
and debt and notes receivable premiums and discounts have been ehmlnated as the accounts were
already considered in the estimated values. S

Noncontrolling Interests. In those situations where our consolidated assets and liabilities are held
in joint venture structures in which other equity holders have an interest, we have valued those
noneontrolling interests based on the terms of the joint venture agreement applied in the liquidation of
the joint venture. In addition to noncontrolling joint venture interests, the subsidiary: REITS of certain
Co-Investment Ventures have been valued at their estimated redemption value. The resulting
noncontrolling interests are a deduction in our estimated value.

Common Stock Outstanding. In deriving an estimated per share value, our total estimated value
was divided by 168.1 million, the total number of common shares outstanding as of February 1, 2013,
ona fully diluted basis, which includes financial instruments that can be converted into a known or
determinable number of common shares. As of the valuation date, none of the financial instruments
that could be converted into common shares-are currently convertible into a known or determinable
number of common shares. The determination of the number of common shares outstanding used in
the estimated value per share is the same as used in GAAP computations for per share amounts.

Our estimated value per share was calculated by aggregating the value of our assets, subtracting
the value of our liabilities, and dividing the net total by the fully-diluted common stock outstanding.
Our estimated value per share is effective as of March 1, 2013. As a practical consideration, certain of
the inputs and assumptions are based on amounts as -of December 31, 2012 or'later dates prior to or
including February 1, 2013, as described above. We believe such amounts are reasonable and
representative of value estimates as of March 1, 2013.

This value does not reflect “enterprise value,” which could include premiums or discounts for:

* the large size of our portfolio, although some buyers may pay more for a portfolio compared to
prices for individual properties; : :

« the characteristics of our working capital, leverage, credit facility and other flnanCIal structures
where some buyers may ascribe different values based on synergies, cost savings or other
attributes;

* disposition and other expenses that would be necessary to realize the value;

* the provisions under our advisory agreement and our potential ability to secure the services of a
management team: on a long-term basis; or
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* the potential difference in our share value if we were, to list our. shares on a natlonal securities
exchange . ‘ e "

assumptrons used. D&P’s scope 1ncluded

* a review of the Company’s real estate investment hrstorlcal performance busrness plans related
to operations of the investment, prior appraisals obtalned in connect1on wrth acqulsmons and
flnancrngs closed sales 4nd offers for sales ‘

* physical mspectrons of approxrmately 20% of the Company s operatrng multrfarmly communltres,‘
and 25% of the Company’s multifamily developments (percents are based on number of .
1nvestments) R R .

* areview of the data models supportrng the valuatlon for each real estate 1nvestment

* a review of key assumptrons utrhzed in the valuat1on models: for operatrng and. development .
properties,-including but not limited to direct caprtahzanon rates, discount rates, market rental
rates, growth rates, occupancy, operating expenses and capital expendltures

* a review of key market assumptlons for debt investments, mortgage and credit facility habllmes
including but not 11m1tcd to interest rates and collateral;

.» a review of Advisor calculations related to value allocations to noncontrolhng interests and ]ornt
veniture interests, based on contractual terms and market assessments and

« a review of valuation methodology for other assets and liabilities.

Based on D&P’s review, D&P concluded to the Company and our board of directors that the
valuation methodologies and assumpt1ons used by the Advisor were appropriate and reasonable and
that the valuation conclusions were reasonable. Our Advisor then separately presented a report, to the
board of directors recommendlng an estimated per share value. The board of directors then conferred
with the Advrsor and D&P regardrng the methodologles and’ assumptrons used N

Our: board of directors, which is responsrble for the estimated value, consrdered all. rnformatron
provided in light of its own familiarity with our assets and unanimously approved an estimated value of
$10.03 per share, which is consistent with the Advisor’s reccommendation.

'

Details:

Effectrve as of March 1 2013, our estrmated per share value was calculated as follows (amounts in
millions, except per share): ‘ .

Estlmat‘e‘d’ ‘

Estimated Value .,

Value per “Share

Real Estate: s e : T
OPETating . .. vt ot ettt ... 82615 $15.56
~ Construction in progress .. ......... wl e e e 185 1.10
Notes receivable.. . . ,...vevve o, o e T e e e 48 .., 0.29,
Mortgage and credit fac1lrty payables .................... (971) (5.78)
Cash and cash equivalents. . ................ ... ... ... 383 2.28
Other assets and liabilities. . .0 .. .. .. ... ... .. Lo “(30)  (0.18)
Noncontrolling interests ... ......... e e e (545) (3.24)
Estimatedvalue .............ccouu... el L $1,685 $10.03
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The reconciliation of our. estimated value and estimated per share value to our December 31, 2012
GAAP total stockholders’ equity is as follows (amounts in millions, except per share amounts):

Estimated
Estimated  * Value
Value per Share
Total equity attributable to common stockholders as of : ,
December 31, 2012 . ... oii ittt $1,322 § 7.89
Real estate value in excess of GAAP carrying values(") ....... 545 3.25
Debt values in excess of stated debt principal balances®...... (15) (0.09)
Noncontrolling interest values© . .. .................... B 170y  (1.02).
Other value differences, net in excess of GAAP carrying S
values@ L. 3 —
Estimated value .. .........co it $1,685 $10.03

(a) GAAP carrying values include total real estate, net and intangible assets, net related to
real estate investments. The real estate value in excess of these GAAP carrying values
relates to the net appreciation in our operating and development propertles due primarily
to growth in rental revenue and decreases in market capitalization rates since our
acquisition of the real estate investment. Our aggregate GAAP purchase cost for our real
estate, including capitalized expenditures subsequent to the purchase but before any
accumulated depreciation or amortization, as of February 1, 2013 is $2.42 billion
compared to our estimated fair value of $2.80 billion, representing an increase over cost

. of approximately $380.3 million or approximately 16%. See Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Overview—
General” for discussion of multifamily market fundamentals and trends.

(b) The stated debt principal balances reflect the contractual principal owed on our mortgage
. loans payable and credit facility payable. The ‘debt values in excess of the stated debt

principal balances relate to decreases in market financing rates for similar debt
instruments. We would expect that while interest rates in general;,-and multifamily
“financing rates specifically, are declining that the fair value of our debt will exceed our
GAAP carrying value. See Item 7, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Market Outlook” for discussion of multifamily

~ financing interest rates.

(c) *Our estimated value and estimated value per share is calculated on the basis of amounts -
attributable to our common stockholders. By deducting the values attributable to the .
noncontrolling interest, the amounts attributable to our common stockholders -are derived.

(d) Other value differences include the write-off of deferred financing costs, straight-line
rents, unearned financing income, debt and note receivable premiums and discounts, and
deferred leasing costs, as well as estimated operating and distribution activity from
December 31, 2012 to January 31, 2013. All estimated values per share in the table are
calculated based upon the number of common shares outstanding as of December 31,
2012 except the total estimated value per share which is based upon the number of
common shares outstanding as of February 1, 2013. The change in value due to increase -
in the number of shares outstanding from December 31, 2012 to February 1, 2013 is
reflected in this line.

A change in the assumptions described above could impact the resulting value. For example, we
would expect, all other factors held constant, that a decrease in capitalization rates and an increase in
rental rate growth rates would increase the value of our real estate investments and our estimated per
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share value, while an opposite change would decrease the value of our real estate investments and our
estimated per share value. Further, an increase in debt financing rates, all other factors held constant,
would decrease the mark to market value of our debt and increase our estimated value per share, while
an opposite change would increase the mark to market value of our debt and decrease our estimate
value per share.

The table below presents the estimated increase or decrease to our estimated value per share for a
25 basis point increase and decrease in capitalization rates (including capitalization rates implied in
developments), rental rate growth rates and financing interest rates, our more significant assumptions
used in our estimated value. The table is only hypothetical to illustrate possible results if only one
change in assumptions was made, with all other factors held constant. Further, each of these
assumptions could change by more than 25 basis points or not change at all.

Change in Estimated Value per Share

Increase of 25 basis points  Decrease of 25 basis points

Capitalization rate . ............ $(0.67) “$071
Annual rental growth rate . . . ... .. $ 0.05 $(0.05)
Debt financing interest rate . . . . . . . $ 0.03 o $(0.03)

Limitations of Estimated Value and Estimated Per Share Value

While the Company believes the methodologies discussed above are standard in the multifamily
real estate sector to determine fair value, the estimated values may or may not represent fair value
determined in accordance with GAAP. (See Note 15, “Fair Value of Derivatives and Financial
Instruments.”) The estimated value should not be considered as an alternative to total stockholders’
equity calculated in accordance with GAAP.

As with any valuation methodology, the methodologies used to determine the estimated value per
share is based upon a number of estimates and assumptions that may prove later to be inaccurate or
incomplete. Further, different market participants using different assumptions and estimates could
derive different estimated values or estimated values per share. The estimated value per share may also
not represent the amount that our shares would trade at on a national exchange, the amount realized
in the sale or liquidation of the Company or what a common stockholder would realize in a sale of
shares. «

The estimated value of our shares was calculated as of specific date. The estimated value of our
shares is expected to fluctuate over time in response to, including but not limited to, changes in
multifamily capitalization rates, rental and growth rates, progress and market conditions related to
developments, financing interest rates, returns on competing investments, changes in administrative
expenses and other costs affecting working capital, amounts of distributions on our common stock,
redemptions of our common stock, changes in the amount of common shares outstanding and the
proceeds obtained for any common stock transactions and local and national economic factors. Further,
as we are still investing proceeds from our Initial Public Offering and completing the execution of our
developments, the composition of our portfoho and the related multifamily fundamentals could change
over time.

There is no assurance that our methodologies used to estimate value per share would be
acceptable to FINRA or in compliance with ERISA guldehnes with respect to their reporting
requirements.

Distribution Reinvestment Plan

In connection with its determination of the estimated value of our shares, and pursuant to the
DRIP, our board of directors has determined that, effective March 1, 2013, distributions may be
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reinvested in shares of our common stock at a price of $9.53 per share, which is approximately 95% of
the estimated value per share as of March 1, 2013. Prior to the determination of the estimated value of
our shares as of March 1, 2013, the DRIP offering price for the most recent distribution reinvestment
in February 2013 was $9.45 per share.

Share Redemption Program

In connection with its determination of the estimated value of our shares, our board of directors
modified and reinstated our share redemption program. See Item 5, “Market for Registrant’s Common
Equity, Related Stockholder Matters, and Issuer Purchases of Equity Securities—Estimated Per Share
Value—Share Redemption Program” of this Annual Report on Form 10-K.

Holders

As of February 1, 2013, we had approximately 168.1 million shares of common stock outstanding
held by a total of approximately 47,000 stockholders of record.

Distributions

Distributions are authorized at the discretion of our board of directors based on its analysis of our
prior performance, expectations of performance for future periods, including actual and anticipated
operating cash flow, changes in market capitalization rates for investments suitable for our portfolio,
capital expenditure needs, dispositions, general financial condition and other factors that our board of
directors deems relevant. The board’s decision will be influenced, in part, by its obligation to ensure
that we maintain our status as a REIT. Distributions may also be paid in anticipation of cash flow that
we expect to receive during a later period as we invest the remaining proceeds from our Initial Public
Offering.

Given the amount of our remaining proceeds from our Initial Public Offering and our focus on
development investments, there may be an extended period to deploy these proceeds into investments
and to receive the income from such investments. During this period, we may use portions of the
remaining proceeds from our Initial Public Offering and other sources to fund a portion of the
distributions paid to our common stockholders, which could reduce the amount available for. new
investments. There is no assurance that these future investments will achieve our targeted returns
necessary to maintain our current level of distributions, particularly due to the compression in
capitalization rates continuing to be experienced in the multifamily communities that we target. As
development, lease up or redevelopment projects are completed and begin to generate income, we
would expect to have additional funds available to distribute to our stockholders.

Accordingly, we cannot assure as to when we will consistently generate sufficient cash flow solely
from operating activities to fully fund distributions. Many of the factors that can affect the availability
and timing of cash distributions to stockholders are beyond our control, and a change in any one factor
could adversely affect our ability to pay future distributions. There can be no assurance that future cash
flow will support paying our currently established distributions or maintaining distributions at any
particular level or at all. '

During periods when our operating cash flow has not generated sufficient operating cash flow to
fully fund the payment of distributions on our common stock, we have paid and may in the future pay
some or all of our distributions from sources other than operating cash flow. As noted above, we may
use portions of the remaining proceeds from our Initial Public Offering to fund a portion of the
distributions paid to our common stockholders, which could reduce the amount available for new
investments. We may also refinance or dispose of our investments and use the proceeds to fund
distributions on our common stock or reinvest the proceeds in new investments to generate additional
operating cash flow. In addition, from time to time, our Advisor has agreed to waive or defer all or
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certain fees, expenses or incentives due to it, which has made more cash available for distributions. Our
Advisor may waive or defer such fees in the future. There is no assurance that these sources will be
available in future periods, which could result in temporary or permanent adjustments to our
distributions.

Special Cash Distribution

In March 2012, our board of directors authorized a special cash distribution related to the sale of
Mariposa in the amount of $0.06 per share of common stock payable to stockholders of record on
July 6, 2012. The total special cash distribution of approximately $10.0 million was paid on July 11,
2012. :

Regular Distributions

The following tables show the distributions paid and declared for the years ended December 31,
2012 and 2011 and cash flow from operating activities over the same periods (in millions, except per
share amounts):

Distributions  Distributions Cash Flow Total Declared

Paid in Reinvested from Operating Distributions  Distributions

Cash® (DRIP) Total Activities Declared® Per Share®
2012
Fourth Quarter ......... $ 6.7 $78  $145 $18.4 $14.7 . $0.088
Third Quarter .......... 6.6 8.0 14.6 16.9 , 14.7 0.088
Second Quarter® . .. .. Y 8.1 10.0 18.1 16.6 144 0.087
First Quarter. .......... 10.9 13.9 24.8 11.5 24.8 0.150
Total . ................ $32.3 $39.7 $72.0 $63.4 $68.6 $0.413
2011 _ ‘
Fourth Quarter ......... $10.6 $14.0 $24.6 $10.5 $24.9 $0.151
Third Quarter .......... 9.8 12.2 220 8.6 23.7 0.151
Second Quarter . . ....... 8.1 9.6 17.7 5.9 18.5 0.150
First Quarter........... 7.1 83 - 154 6.7 15.9 0.148
Total . ......... e $35.6 $44.1 $797  $317 $83.0  $0.600

(a) Distributions accrue on a daily basis. The distributions that accrue each month are paid in the
following month. ' ‘

(b) Represents distributions accruing during the period.

(c) As'further discussed below, beginning in the second quarter of 2012, the distribution rate was
decreased from an annual distribution rate of 6% based on a $10 share price to an annual
distribution rate of 3.5% based on a $10 share price. Accordingly, amounts paid during the second
quarter of 2012 exceed the amounts declared during the second quarter of 2012.

The margin by which regular distributions exceeded cash flow from operating activities for the year
ended December 31, 2012 as compared to the comparable period of 2011 was less as a result of our
cash flow from operating activities increasing by 100% for the year ended December 31, 2012
compared to the comparable period of 2011, and more of a result of our reported cash flow from
operating activities for the year ended December 31, 2012 including a significantly greater number of
consolidated investments than investments accounted for under the equity method and the decrease in
the distribution rate effective April 1, 2012. By reporting our investments on the consolidated method
of accounting, our cash flow from operating activities includes not only our share of cash flow from
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operating activities but also ‘the share related to noncontrolling interests. During 2012, we distributed
an estimated $20.4 million of cash flow from operating activiti¢s to.these noncontrolling interests, -
effectively reducing the share of cash flow from operating activities available to us to approximately
$42.9 million. For the year ended December 31, 2011, we distributed an estimated $1.7 million ‘of cash
flow from operating activities to noncontrolling interests and our share of cash flow from operating
activities available to us was approximately $29.9 million.. As we invest the remaining proceeds from our
Initial Public Offering and as our development projects are completed and leased, we expect our cash
flow from operating activities to increase. .

. During the years ended December 31, 2011 and 2012, our regular cash distributions.in excess of

* our_cash flow from operations were funded from our available cash. The primary souices of our
available cash were the remaining proceeds from our-Initial Public Offering.and dispositions. We
terminated our Initial Public Offering in'September 2011 raising net proceeds in 2011 of $539.6 million.
In May 2011, we sold our investment in the Waterford BHMP CO-JV, realizing cash proceeds of

$27.6 million and a GAAP gain of $18.1 million: In December 2011, we sold partial interests in . -
multifamily communities to the MW CO-JV, realizing cash proceeds of $100.6 mrlhon a GAAP gain of
$5.7 million and an increase in additional paid-in capital of $39.6 million. 5

On March 19, 2012, our board of directors, considering the current and expected operations of the
Company: and the market conditions described above, authorized regular distributions payable to- -
stockholders. of record each day during the second quarter of 2012.equal to an annual rate of 3.5%
(based on-a purchase price of $10.00 per share), a reduction from the previous annual rate. of 6.0%.
Our board of ditectors has authorized daily distributions at this rate through March 31, 2013. With. the
change, our distribution rate is expected to be more in line with our estimated earnings and cash flow
from operations after all of the proceeds from the Initial Public Offering are invested, along with
proceeds from financings to achieve our targeted borrowrng thresholds, and our developments are
completed and producmg stabilized cash flow. Further, the adjustment in the regular distribution rate is
expected to allow the Company to be more compet1t1ve in developing and acquiring multrfamﬂy o
commun1t1es w1th less of a dilutive effect of paying d1str1but10ns in excess of current or projected .
stab1lrzed earnlngs and cash ﬂow from 0perat1ons o e

During 2012 and 2011, our distributions were classified as follows for federal income-tax purposes '

~Ordinary income . ........c...c.0.0.. he st eaeass o 1.8% 5.9%
Capital gains ... .......coonoennon. e e e et 137%482%
Section 1250 recapture capltal ga1ns e e oa e e L. 26% 6.4%
Return of capital .. ..........covv, .. e _.....,....l,}.,,...t.,759%395%..
Total ....... e A S A S e 100% 100%

The classification changes in 2012 were prrmarﬂy due to fewer drsposrtlons in 2012 as cornpared to
2011. In 2011, our capital gains and associated tax classifications related to our share of sales of a
multifamily community and interests in BHMP CO-JVs as described -above. In 2012, our caprtal gains:
and associated tax classification related to.a sale of a single multrfamﬂy community. TR :

Over the long-term as we continue to invest the remaining procéeds from our Inrtlal Public
Offering in income producing multifamily communities and as our development investments aré
completed and leased up, we expect that more of our distributions (except with respect | to distributions
related to sales of our assets, which may include special distributions) will be paid from' ourshare of
cash. flow from operating activities. However, operating performance cannot be accurately predicted
due to numerous factors, including our ability to invest.capital:at favorable accretive yields, the
financial performance of our investments, including our developments once operating, spreads between
capitalization and financing rates, and the types and mix of assets available for investment. As a result,
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future distribution rates may change over time and future dlstnbutlons declared and paid may continue.
to exceed cash flow from operating; activities. : :

Recent Sales of Unregistered Securltles

During the period covered by this Annual Report on Form 10-K, we did not sell any equity
securities that were not reglstered under the Secur1t1es Act.

Use of Proceeds from Registered Securities

On September 2, 2008, our Registration Statement on Form S-11 (File No. 333-148414), covering
our Initial Public Offering of up to 200 million shares of common stock, was declared effective under
the Securities Act. Our Initial Public Offering commenced on September 5, 2008 and was terminated
on September 2, 2011. We offered a maximum of 200 million shares in our Initial Public Offering at an
aggregate offering price of up to $2 billion, or $10.00 per share, with discounts available to certain
categories of purchasers. Behringer Securities LP, an affiliate of our Advisor, was the dealer manager of
the Initial Public Offering. We sold approximately 146.4 million shares of our common stock in:our
Initial Public Offering on a best efforts basis pursuant to the offering for gross offering proceeds of
approximately $1.46 billion.

We incurred expenses of approximately $157.1 million in connection with the issuance and
distribution of the registered securities pursuant to the Initial Public Offering, all of which was paid to
our Advisor and its affiliates, and includes commissions and dealer manager fees paid to Behringer
Securities which reallowed all of the commissions and a portion of the dealer manager fees to soliciting
dealers.

The net offering proceeds to us from the Initial Public Offering, after deducting the total expenses
incurred described above, were $1.30 billion. From the commencement of the Initial Public Offering
through December 31, 2012, we had used approximately $851.3 million of such net proceeds to invest
in real estate and real estate-related investments, net of related debt. Of the amount used for these
investments, approximately $31.7 million was paid to our Advisor as acquisition and advisory fees and
acquisition expense reimbursements. Not included in our amount invested are commitments related to
our developments which as of December 31, 2012 had not yet been incurred. .

Share Redemption Program

As we previously announced in the periodic report on Form 8-K filed with the SEC on June 22,
2012 in connection with the Company’s consideration of a strategic review, the Company came into
possession of material non-public information. Based on the advice of outside legal counsel, our board
of directors decided that suspending our share redemption program was in the best interests-of the
Company and its stockholders. Accordingly, effective as of June 18, 2012, our board of directors
indefinitely suspended our share redemption program effective for redemptions being sought for the
second quarter of 2012. However, in connection with its determination of the estimated value of our
shares, our board of directors modified and reinstated our share redemption program, which permits
our stockholders to sell their shares back to us subject to the significant conditions and limitations of
the program. The modified and reinstated share redemption program is effective as of March 1, 2013
and the first time period redemptions will be considered under the share redemption program will be
at the end of the second quarter 2013 for all properly submitted redemption requests received (i) on or
prior to May 31, 2012, and not satisfied or withdrawn since that time, and (ii) between March 1, 2013
and May 31, 2013,

The following is a summary of some of the modifications made to the share redemption program.
The summary below does not purport to be complete in scope and is qualified in its entirety by the full
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text of the share redemption program, which is filed as Exhibit 4.4 to this Annual Report on
Form 10-K and is incorporated herein by reference.

‘e For redemptions sought upon-a stockholder’s death, -qualifying disability or confinement to a-
long-term care facility (“Exceptmnal Redemptions”), the: ‘purchase price per share redeemed
under our share redemption program will equal the lesser of: (i) the current estimated share
value pursuant to"our valuation policy and (ii) the average price per share the original purchaser

- or purchasers of shares paid to us for all of his or her shares (as adjusted for any stock
dividends, combinations, splits, recapitalizations and the like with respect to our common stock)
(the “Original Share Price™) less the aggregate of any special distributions so designated by our
board of directors, distributed to stockholders prior to the redemption date and declared from'
the date of first issue of such redeemed shares (the “Special Distributions”) Exceptional
Redemptions will generally have priority over Ordinary Redemptions (as defined below).

* For redemptions other than those sought upon a stockholder’s death, qualifying di,sabvility or
confinement to a long-term care facility (“Ordinary Redemptions”), the purchase price per share
redeemed under our share redemption program will equal the lesser of (i) 85% of the current
estimated share value pursuant to our valuation policy and (ii) the Orlgmal Share PI'ICC less any
Special Distributions.

* A quarterly funding limit has been established of $7 million per quarter (which our board of
directors may increase or decrease from time to time).

* If we do not redeem all shares presented for redemption durmg any penod in whlch we are
redeeming shares, then all shares will generally be redeemed on a pro rata basis during the
relevant period. With respect to any pro rata treatment, requests for Exceptional Redemptions
will be considered first, as a group, with any remaining available funds allocated pro rata among
requests for Ordinary Redemptions. Generally, no outstanding requests for Ordinary .
Redemptions will be satisfied until all outstandmg requests-for Exceptlonal Redemptions are
satisfied in full.

Removal of the requirement that in order to be considered for Exceptional Redemptions the’
event giving rise to the request, (i.e., death, disability, or confinement to long term care facility),
occurred within ‘one year of the redemption request There is now no time hmltatlon for- those
seeking an Exceptional Redemption. o ‘

The effective date of any redemption has been changed from the last day of the calendar of the
month preceding the date the board of directors accepts the redemption to the fifth business day
following the date the board of directors approves the redemption.

Other significant terms of the share redemptlon program are summanzed below:

Notwithstanding the redemption prices established above, our board of directors may determine,
whether pursuant to formulae or processes approved by our board of directors or otherwise set by our
board of directors, the redemption price of the shares, which may. differ between Ordinary
Redemptlons and Exceptional Redemptions; prov1ded however, that we must provide at least 30 days’
notice to stockholders before applying the new price:

The share redemption program is generally available only for stockholders who have held their -
shares for at least one year. Any shares approved for redemption will be redeemed on a periodic basis
as determined from time to time by our board of directors, and no less frequently than annually. In
addition to the $7 million per quarter funding limit discussed above, we will not redeem, during any
twelve-month period, more than 5% of the weighted average number of shares outstanding during the
twelve-month period lmmedlately prior to the date of redemption.

Our board of directors reserves the right in its sole discretion at any time and from time to time to
(1) waive the one-year holding requirement in the event of other exigent circumstances such as
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bankruptcy, a mandatory distribution requirement under a stockholder’s-IRA. or with respect to shares
purchased under or through our DRIP, (2) reject any reéquest for redemption; (3) change the purchase
price for redemptions, (4) limit the funds to be.used for redemptrons hereunder or otherwise change
the redemption limitations or (5) amend, suspend (m whole or in part) or terminate the share
redemption program. If we suspend our share redemptlon program (in whole or in part), except as
otherwise provided by the board of directors, until the suspension is lifted, we. will not accept any
requests for redemption in respect of shares to which such suspension apphes in subsequent periods
and any such requests and. all pending requests that are subject to the suspension will not be honored
or retained, but will be returned to the requestor. Our Advisor and its affiliates will defer their own
redemptlon requests if any, until all other requests for redemptlon have been satlsfled in any particular
period. If a request for an Exceptlonal Redemptlon is made, we will waive the one-year holding
requirement (1) upon the request of the estate, heir or. beneficiary of a deceased stockhelder or

(2) upon the qualifying disability of a stockholder or upon a stockholder’s confinement to a long-term
care facility, provided that the condition causing such disability or need for long -term care was not
preexisting on the date that such person became a stockholder.

~ During the fourth quarter ended December 31, 2012, the share redemptlon program was
suspended and we did not redeem any shares.

Stock-Based Compensation : R e T T d

We have adopted a stock-based incentive award plan for our directors and consultants and for
employees, directors and consultants of our affilidtes, and our Advisor and its affiliates: We account for
this plan under the modified- prospectlve method of Accounting Standards Codification’ (“ASC”) 718-10
“Compensation—Stock Compensation.” In the modified prospective method, compensation cost is
recognized for all share-based payments granted after the effective date'and for all unvested awards
granted. Prior period amounts were not restated. The tax benefits associated with these share-based
payments are to be classified as financing activities in the Consolidated Statements of Cash Flows,
rather than operating cash flows as required under previous regulations. We have issued a “total of 6,000
shares of restricted stock to our independent directors, al} of which are.fully vested. For additional
information regardmg securities authorized for.issuance under our equity. compensatron plan, see
Item 12, “Security Ownership of Certain Benefigial Owners and Management and, Related Stockholder
Matters—Equity Compensation Plan Information” of this Annua} Report on- Form 10-K.

Convertible Stock :

* Our authorized capital stock mcludes 1 OOO shares of convertlble stock, par value $0.0001 per
share. We have issued all of these shares to our Advisor. No additional consideration is due upon the
conversion of the convertible stock. There will be no distributions paid-on shares of convertible stock.
The conversion of the convertible stock. into. common shares will result in dilution of our stockholders’
interests. s T . o .

With certain limited exceptions, shares of convertible stock shall not be entitled to vote on any
matter, or to receive notice of, or to participate in, dny meeting of stockholders of the company at * -
which they are not entitled to vote. However, the affirmative vote of the holders of more than
two-thirds of the outstanding shares of convertible stock:is.required for-the adoption of any
amendment, alteration or repeal of a provision of the charter that adversely changes the preferences
limitations or relative rights of the shares of convertible stock.

Upon the occurrence of (1) our making total distributions (including distributions that may
constitute a return of capital for federal income tax purposes but excluding distributions that constitute
the redemption of any shares of common stock and excluding distributions on any shares of common
stock before their redemption) on the then outstanding shares of our common-stock equal to the issue
price of those shares (that is, the price paid for these shares) plus.a'7% cumulative, non-compounded,

88



annual return on the issue price of those outstanding shares; or (2) the listing of the shares of common
stock for trading on a national securities exchange, each outstanding share of our convertible stock will
convert into the number of shares of our common stock described below; provided, that the shares of
our convertible stock will not convert into shares of our common stock in the event that the advisory
management agreement terminates or expires without renewal due to a material breach by our Advisor.
Before we will be able to pay distributions to our stockholders equal to the aggregate issue price of our
then outstanding shares plus a 7% cumulative, non-compounded, annual return on the issue price of
those outstanding shares, we expect we will need to sell a portion or possibly all of our investments.
Thus, the sale of one or more investments will be a practical prerequisite for conversron under

clause (1) above.

Upon the occurrence of either such triggering event, each share of convertible stock shall, unless
our advisory management agreement with our Advisor has been terminated or not renewed on account
of a material breach by our Advisor, generally be converted into a number of shares of common stock
equal to 1/1000 of the quotient of (1) 15% of the amount, if any, by which (a) the value of the
company (determined in accordance with the provisions of the charter and summarized in the following
paragraph) as of the date of the event triggering the conversion plus the total distributions paid to our
stockholders through such date on the then outstanding shares of our common stock exceeds (b) the
sum of the aggregate issue price of those outstanding shares plus a 7% cumulative, non-compounded,
annual return on the issue price of those outstanding shares as of the date of the event triggering the
conversion, divided by (2) the value of the company divided by the number of outstanding shares of
common stock, in each case, as of the date of the event triggering the conversion. In the case of
conversion upon the listing of our shares, the conversion of the convertible stock will not occur until
the 31% trading day after the date of such listing. The performance threshold necessary for the
convertible stock to have any value is based on the aggregate distributions paid on, and the aggregate
issue price of, our outstanding shares of common stock. It is not based on the return provided to any
individual stockholder. Accordingly, it is not necessary for each of our stockholders to have received
any minimum return in order for the convertible stock to have any value. In fact, if the convertible
stock has value, the returns of our stockholders will dlffer, and some may be less than a 7%
cumulative, non-compounded annual return

If our advrsory management agreement with our Adv1sor is still in effect at the time of an event
triggering conversion of the convertible stock, then the holder of the convertible stock will be entitled
to receive 100% of the number of shares of common stock calculated per the preceding paragraph.
However, if our advisory management agreement with our Advisor expires without renewal or is
terminated (other than because of a material breach by our advisor) prior to either such triggering
event described in the foregoing paragraph, then upon either such triggering event the holder of the
convertible stock will be entitled to a prorated portion of the number of shares of common stock
determined by the foregoing calculation, where such proration is based on the percentage of the time
that we were advised by our Advisor. If, prior to a triggering event, our advisory management
agreement is terminated or not renewed on account of a materlal breach by our adv1sor our
convertible stock will not be elrgrble for conversion at any time.

Our board of directors will oversee the conversion of the convertible stock to ensure that any
shares of common stock issuable in connection with the conversion is calculated in accordance with the
terms of our charter and to evaluate the impact of the conversion on our REIT status. If, in the good
faith judgment of our board of ‘directors, full conversion of the convertible stock would jeopardize our -
status as a REIT, then only such number of shares of convertible stock (or fraction of a share thereof)
shall be converted into a number of shares of common stock such that our REIT status would not be
jeopardized. The conversion of the remaining shares of convertible stock will be deferred until the
earliest date after our board of directors determines that such conversion will not jeopardize our
qualification as a real estate investment trust. Any such deferral will not otherwise alter the terms of
the convertible stock.
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Item 6. Selected Financial Data

We made our first investment in an unconsolidated real estate joint venture in April 2007 and our
first investment in a wholly owned multlfamlly community in September 2009. Through 2008, a large
proportion of our investments were in multifamily developments. Beginning in 2009, we began
increasing our investment in operating stabilized multifamily communities and in investments reported
on the consolidated method of accounting. In 2011, we began to increase our investments in
developments. The following table lists the number of investments consolidated by us or made through
unconsolidated Co-Investment Ventures and each 1nvestment s classification as operating, lease up or
development for the last five years:

As of December 31,
2012 2011 2010 2009 = 2008

Consolidated communities . .............. . . it nn. 50 41 10 3 -
Investments in unconsolidated real estate joint ventures . ........... 11 23 17 10
Total . ... i e 51 42 33 20 10
Stabilized communities . . ........... ... L e 36 36 26 8 1
Lease up communities, including mezzanine loans .. .............. 1 — 7 10 —
Development, including mezzanine and land loans . . .............. 1“4 6 = 2 9
2 3 20 10

Total ............. e 2

As shown in the table above, we have increased the total number of investments and the number
of our investments classified as operating multifamily communities, while including a varying number of
communities classified as development or lease up depending on their improvement status at different
points in time. Operating properties will generally report higher amounts of revenues, depreciation,
amortization and cash flow activities than development and lease up properties. We have also increased
our consolidated communities which resulted in gross reporting of assets, liabilities, revenues and
expenses. Accordingly, the following selected financial data presented below reflects significant
increases in many categories. The following data should be read in conjunction with our consolidated
financial statements and the notes thereto and Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” in this Annual Report on Form 10-K. The selected
financial data presented below has been derived from our audited consolidated financial statements (in
millions, except per share amounts):

As of December 31,

2012 2011 2010 2009 2008

Balance Sheet Data: '

Cash and cash equivalents ..................... $ 4506 $ 6555 $ 526 $ 775 § 238
Net operating real estate . ..................... $2,054.1 $1,997.9 $523.1 $159.0 § —
Construction in progress, including land .. ......... $ 1516 $ 157 $ 09 $§ — $§ —
Investments in unconsolidated real estate joint ventures $ 3.0 $ 234 $3494 $2799 §$ 965
Total assets . ......... .. $2,744.7 $2,805.7 $958.8 $525.7 $120.9
Debt..... e e e e e e e $ 989.6 $ 9245 $1574 $513 § —
Total liabilities . . .. ....... .. i i $1,0483 $ 9922 $188.0 $ 747 § 85
Redeemable, noncontrolling interests . ............ $ 86 $ 85 § — § — §$§ —
Non-redeemable, noncontrolling interests . ......... $ 3654 §$ 4131 $§ — $§ — § —
Total equity attributable to common stockholders. . . . . $1,322.5 $1,391.9 $770.8 $451.0 $1124
Totalequity . . ......o v - $1,687.8 $1,805.0 §$770.8 $451.0 $112.4
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For the Year Ended December 31,

2012 2011 2010 2009 2008
Operating Data: '
"Rental revenues .................. e ... $1886 $674 $ 289 § 30 § —
Equity in earnings (loss) of investments in ‘ :
unconsolidated real estate joint ventures . ......... $ (12) $(79 $ (69 $ (02) $ 43

Interest iNCOME . « « v oo oo e et e ieeieeeeene.. $ 72 $ 34 § 14 $§ 11 §$ 09
Depreciation and amortization expenses . ......... .. $(109.4) $(38.8) $ (20.2) $ (2.1) $ (0.1)
Acquisition expenses® .. ....... e $ (25) $ (62) $(108) $ (34 $ —
Net income (I0SS) .« ..o vvveesencreeeeenn.. $(30.2)$94.5 $(346) $ (83) $ 26
Net income (loss) attributable to common stockholders . § (12.5) § 98.6 $ (346) $ (83) $ 26
Basic and diluted income (loss) per share . .......... - $(0.08) $071 $ (0.41) $ (0.26) $0.18
Distributions declared per share . ........... e $ 041 $060 $ 067 $ 069 § 044
Cash Flow Data: » , : _

Cash provided by operatlng activities® ... .. ..... ... $ 634 $317 $ 26 $ 02 $ 24
Cash used in investing activities ................... $(221.6) $ (9.7) $(461.2) $(341.0) $(35.4)
Cash (used in) provided by financing activities ... ... . $ (46.6) $580.9 $433.7 $3945 § 34
Other Information: ' ~ : R

FFO© . ......... P $ 383 $1490 $ 85 $ (0.7) $ 3.7

MFFO© . ... .......... ... P $ 410 $342 $ 187 '$ 46 § 37

(a) Prior to 2009, under GAAP, acquisition costs related to business combinations were capitalized and
generally not expensed.

(b) Included as a deduction to ¢ash flow provided by operating activities in 2012, 2011; and 2010 is
$2.5 million, $6.3 million, and $12.1 million, respectively, of acquisition expenses, including our
share for equity in earnings of investments in unconsolidated real estate ]omt ventures. Prior to
2009, acquisition expenses were classified within investing activities.

(c) We believe that funds from operations, or FFO, and modlfled funds from operations, or MFFO,
are helpful as measures of operating performance. FFO and MFFO are non-GAAP performance
financial measures. FFO or MFFO should not be considered as an alternative to net income or
other measurements under GAAP as an indicator of our operating performance or to cash flows
from operating, investing or financing activities as a measure of liquidity. FFO or MFFO do not
reflect working capital changes, cash expenditures for capital improvements or principal payments
on indebtedness. For a description of how we calculate FFO and MFFO including a discussion of
year over year changes and a reconciliation to GAAP net income, see Item 7, “Management
Discussion of and Analysis of Financial Condition and Results of Operations” of this Annual
Report on Form 10-K.

Item 7. Management’s Discussion and Analysis of Financial Condition and *Results of Operations
The following dlscuss1on and analysis should be read in conjunction with the accompanying
consolidated financial statements and the notes thereto: :
Overview
General

We were incorporated on August 4, 2006 as a Maryland corporation and operate as a REIT for
federal income tax purposes. We make investments in, develop and operate high quality multifamily
communities that we believe have desirable locations, personalized amenities, and high quality
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construction. We began making investments in multifamily communities in April 2007. As of
December 31, 2012, all of our investments have been in multifamily communities located in the top 50
MSAs. ‘

We have investments in 51 multifamily communities as of December 31, 2012. We wholly own nine
multifamily communities and three debt investments, consisting of mezzanine and land loans, for a total
of 12 wholly owned investments and have an ownership interest in 39 multifamily communities through
38 separate Co-Investment Ventures, including one unconsolidated multifamily community which holds
only a debt investment. We have funded these investments and intend to fund future investments with a
combination of sources, including the remaining proceeds from the primary portion of our Initial Public
Offering, mortgage debt and unsecured or secured debt facilities. As discussed below, we have and will
continue to utilize available Co-Investment Ventures when'it is favorable for us.

Our investment strategy is designed to provide our stockholders with a diversified portfolio, and
our management and board of directors have extensive experience in investing in numerous types of
real estate, loans and other investments to execute this strategy. We intend to focus on acquiring and
developing high quality multifamily communities that will produce rental income and will appreciate in
value within our targeted life. Our targeted communities include existing “core” properties, which we
define as properties that are already stabilized and producing rental income, as well as properties in
various phases of development, redevelopment, lease up or repositioning with the intent to transition -
those properties to core properties. Further, we may invest in other types of commercial real estate,
real estate-related securities and mortgage, bridge, mezzanine, land or other loans, or in entities that
make investments similar to the foregoing. Although we intend to primarily invest in real estate assets
located in the United States, in the future, we may make investments in real estate assets located
outside the United States.

Our multifamily community investment strategy concentrates on multifamily communities located
in the top 50 MSAs across the United States. The U.S. Census population estimates are used.to
determine the largest MSAs. Our top 50 MSA strategy focuses.on acquiring communities and other
real estate assets that provide us with broad geographic diversity. We believe these types. of
investments, particularly those in submarkets with significant barriers of entry, are in demand by
institutional investors which can result in better éxit pricmg We also believe that‘economic conditions
in the major U.S. metropolitan markets will continue to provide adequate demand for properly
positioned multifamily communities; such conditions include job and’salary growth to support revenue
growth, lifestyle trends that attract renters, as well as higher single-family home pricmg and constrained
credit which tends to increase' the supply of renters.

Investments in multifamily communities have‘ benefited from changing demographic and finance
trends. These trends include the echo-boomer generation coming of age and entering the rental
market, continued growth in non-traditional households, increased immigration and recently higher
credit standards for home buyers. Demand for multifamily communities is also affected by tighter
standards for single family financing where changes in underwriting have affected the cost, availability
and affordability of single family homes. Consequently, single family home ownership has declined from
peaks in the last decade. Accordingly, the multifamily sector has experienced increased rental rates and
occupancy, particularly in the last 12 to 24 months. While rental rates may eventually hit ‘affordability
limits, we believe these trends will still be favorable for multifamily demand in the foreseeable future as
the key demographic population increases and single family housing options continue to be more
restrictive. However, changes in these factors could affect the stability and magnitude of these trends
and can significantly affect our strategy, both favorably and unfavorably. The supply of new multifamily
communities coming into the market in the last few years has been less than historical averages. Supply
trends have recently shown some signs of changing, particularly related to permit activity, which while
still below historical averages, is increasing. Several local markets are approaching or even exceeding
these historical averages. Because the period required to develop new multifamily communities is 18 to
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36 months, we-still.expect there will continue to be an overall favorable supply pos1t10n for the-next
two. to three years. . v . ,

‘' We currently have substantial uninvested proceeds ra1sed from our “Initial Pubhc Offering, which
we are seeking to invest on aftractive terms. In the current acquisition env1r0nment we believe that
investing in multifamily developments may be more attractive than investing in stabilized multifamily -
communities. In particular, investing in developments is projected to allow ownership at-a lower cost
per unit and higher stabilized.yield: Competition for new developments is increasing but our available .,
liquidity may be a competitive advantage in sourcing new investments. Developments also provide an
advantage due to updated amenities resulting in higher resident appeal and in fewer capltal
expenditures as’compared to older multifamily commumtles . :

In pursumg a development focus, we will generally partner with experienced developers and obtain
guaranteed maximum construction contracts whenever poss1ble where we will provide all or
substantially all of the equity capital. The developers will receive a promoted interest after we receive
certain minimum annual returns. We have or generally expect to have substantial control over property
operations, financing and all sale decisions, but the developers:may have rights to sell their interests at
a set price after a prescribed perrod usually a year or two after substantial completion. '

" The decision to focus more on developments ‘rather than acqulsmons ‘will have an effect on our
near-term operating cash flow. Developments 1 requrre a period to entitle, perm1t plan, construct and
lease up before realizing cash flow from operations. We will attempt to minimize this period ‘by
selecting development projects that are already through a portion of the early development stages;
however, the time from investment to stabilized operations could be two to three years. During these
periods, we may use portions of the remaining proceeds from our Initial Public Offering or other
liquidity sources to fund our non-operating requirements, including a p0rt1on of distributions paid to
our common stockholders.- The use of these proceeds could reduce the amount ava1lable for other new
~ investments. Sl : ; : Cor g

We may also invest a portion of the remaining proceeds from our Initial Public Offering i in
multifamily-related debt investments. Because government- sponsored entities (“GSES”) typlcally do not
lend on development properties during construction and banks and other debt providers tend to limit
financing to approximately 60% of total costs, we may have lend1ng opportunities with credItworthy
borrowers that would provide favorable short-term returns’ (one to five years). We will seek out these
loan investments either as mezzanine of land loans. For mezzanine loans, we will provide flnancmg that
is subordinate to the developer’s senior construction loan but senior to the developer’s equity, which we
expect to be in the range of 10% to 15% of the total development cost. The mezzanine loans are-.
secured by a pledge, typically of ownership interests in the respective multifamily community
development .and will carry interest rates ranging from 12% to 15%: for a base term of three years.
These loans typically require one to six months to fully fund the loan commitment with interest
payments generally deferred until operations have stabilized or the payoff of the loan. For land loans,
we will finance the developer’s acquisition of the land, usually for a period of approximately one to two
years at rates ranging from 10% to 13% and require a first lien mortgage as collateral. Similar to
mezzanine loans, we will also generally require 10% to 15% of developer equity for each land loan

- While the recent investing trends have p0s1t1vely benefited our multifamily valuations and
operations, these factors have also led to increased competition for stabilized multifamily investmeénts,
particularly in the markets and with the quallty characteristics that we target. During these pétiods of
capitalization rate compression, we will still continue to evaluate stabilized acquisitions and séek out
properties and situations where our liquidity, financial strength and experience allow us to differentiate
our offers from other buyers. Although we do not expect stabilized acquisitions to be our primary
investment strategy, we will take advantage of the opportunities when they meet our targeted return
objectives.
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When appropriate, we may also incorporate into our investment portfolio value-added multifamily
communities that have either been mismanaged or otherwise have not realized what we believe to be
full appreciation and income-generation potential. Generally, we would make capital improvements or
seek to aesthetically improve the asset and its amenities, increase rents, and stabilize occupancy with
the goal of adding an attractive increase in yield and improving total returns.

As we are currently still in the investment phase of our intended life, dispositions are not expected
to be a large component of our strategy. However, the demand for multifamily acquisitions may
provide opportunities to selectively monetize our existing portfolio and potentially make new
investments in multifamily communities with greater total return prospects. During 2011 and 2012, we
sold partial or entire interests in eight multifamily communities, generating cash proceeds of
$152.2 million, recognizing gains of $135.2 million and increases to additional paid-in capital of
$39.6 million.

Offerings of Our Common Stock

We terminated offering shares of common stock in our Initial Public Offering on September 2,
2011, having aggregate gross primary offering proceeds of approximately $1.46 billion. Upon
termination of our Initial Public Offering, we reallocated 50 million unsold shares remaining from our
Initial Public Offering to our DRIP. As a result, we are offering a maximum of 100 million total shares
pursuant to our DRIP. The DRIP offering price was $9.50 per share until July 6, 2012, when it changed
to $9.45 per share. (See further discussion of the DRIP price as described below under
“Distributions.”) As of December 31, 2012, we have sold approximately 12.8 million shares under our
DRIP for gross proceeds of approximately $121.1 million. There are approximately 87.2 million shares
remaining to be sold under the DRIP.

Per the terms of the DRIP, we currently €xpect to offer shares for the next five years, which would
be the sixth anniversary of the termination of our Initial Public Offering, although our board of
directors has the discretion to extend the DRIP beyond that date, in which case we will notify
participants of such extension. We may suspend or terminate the DRIP at any time by providing ten
days’ prior written notice to participants, and we may amend or supplement the DRIP at any time by
delivering notice to participants at least 30 days’ prior to the effective date of the amendment or
supplement. Notice may be delivered by use of U.S. mail, electronic means or by including such _
information in a Current Report on Form 8-K or in our annual or quarterly reports, all of which are a
filed with the SEC.

Shares of our common stock are not currently listed on a national securities exchange. Depending
upon then-prevailing market conditions, we intend to begin to consider the process of listing or
liquidation within the next three to five years, which is unchanged from the four to six years after the
date of the termination of our Initial Public Offering as disclosed in the related offering documents..

Distributions

Regular Distributions ; ‘ .

On March 19, 2012, our board of directors, considering the current and expected operations of the
Company and the market conditions described above, authorized regular distributions payable to
stockholders of record each day durmg the second quarter of 2012 equal to an annual rate of 3.5%
(based on a purchase price of $10.00 per share), a reduction from the previous annual rate of 6.0%.

Our board of directors has authorized this rate through March 31, 2013. See further discussion under
“Distribution Activity” below.
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Special Cash Distribution

On March 29, 2012, our ‘board of directors authorized a special cash distribution related to the sale
of Mariposa (the “Mariposa Dlstrlbutlon”) in the amount of $0.06 per share of commonstock payable
to stockholders of record on July 6, 2012. The Mariposa Dlstrlbutlon of $10.0 million was paid in cash
on July 11, 2012.

Co-Investment Ventures .

‘The table below presents a summary of the number of each type of Co-Investment Venture and
our effective ownership ranges based on our share of contributed capital directly or indirectly in the
multifamily commumty Unless otherw15e noted, all are reported on the consolidated basis of
accounting.

December 31, 2012 Co “ December 31, 2011

Number of T Number of
Co-Investment Effective Co-Investment Effective
:Ventures Ownership Ventures Ownership
BHMP CO-JVs , ‘ )
With no other Co-Investment partners 9 55% to 74% 8 55%
With no other Co-Investment partner, ‘ '
unconsolidated . . . ............. 1 - 55% —_ : —
With Property Entities . . ... ....... 5 51% to 55% 5 33% to 55%
With Property Entity, unconsohdated — — 1 41%
MW CO-JVS .. iiii it es 115 55% : 15 55%
Other Co-Investment Ventures ....... 8 80% to 100%® 1 90%
38 30

(a) For three of our other Co-Investment Ventures, all of the developer S 1mt1al contnbuted capital has
been returned to the developer, and we have 100% of the contributed capital in the Co-Investment
Venture as of December 31, 2012.

Structure of Co-Investment Ventures

Each of our individual joint ventures with the BHMP Co- Investment Partner and the MW
Co-Investment Partner owns a subsidiary entity, a REIT, through which substantially all of the joint
venture’s business is conducted. Each subsidiary REIT also issues approximately $60,000 of non-voting
preferred stock to unaffiliated holders as part of its qual1f1cat10n as a REIT for U.S. tax purposes.
Accordingly, the BHMP CO-JVs and the MW CO-JVs own 100% of the voting equity interests and in
excess of 99% of the economic interests in the underlying multifamily investment. Each BHMP CO-JV
and MW CO-JV is a separate legal entity formed for the sole purpose of holding its respective
investment and obtaining legally separated debt and equity financing. In certain circumstances the
governing documents of the BHMP CO-JV and MW CO-JV may require the subsidiary REIT to be
operated in a manner that preserves its REIT status, and the subsidiary REIT to be disposed of via a
sale of its capital stock rather than as an asset sale by that sub51d1ary REIT. The governing documents
also contain buy/sell provisions, which if exercised by us, may require us to acquire the Co-Investment
Partner’s ownership interest or if exercised by our respective Co-Investment Partner, may require us to
sell our ownership interest in a BHMP CO-JV or MW CO-JV. We have no ownership or other direct
financial interests in either the BHMP Co-Investment Partner or the MW Co-Investment Partner.

Each BHMP CO-JV and MW CO-JV is managed by a subsidiary of ours. As the manager, we
have control rights over operating plans. However, without the consent of all members of the BHMP
CO-JV and MW CO-JV, we as the manager may not generally approve or disapprove on behalf of the
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BHMP CO-JV and MW CO-JV certain decisions affecting the BHMP CO-JV and MW CO-JV, such as
(1) selling or otherwise dlsposmg of the BHMP CO-JV’s or MW CO-JV’s investment or any other
property having a value in excess of $100 000, (2) sellmg any additional 1nterests in the BHMP CO-IV
or MW CO-JV, or 3)i incurring or materlally modlfymg any ‘indebtedness of the BHMP CO-JV or MW
CO-JV in excess of $100,000 or causing the' BHMP CO-JV and MW CO-JV to become liable for any
debt, obligation or undertaking of any other individual or entity in excess of $100,000 other than in
accordance with the operating plans. Generally, if there are disagreements regarding these major
decisions, then either member may exercise buy/sell rights. The BHMP Co-Investment Partner and the
MW Co-Investment Partner, as applicable, may remove the manager for cause and appoint a successor.

Through November 30, 2011, we had mvestments in 23 'unconsolidated BHMP CO-JVs. In
December 2011, we and the BHMP Co-Investment Partner sold parual joint venture interests to the
MW Co-Investment Partner, the operating agreements for all of the BHMP CO-JVs were modified -
whereby we obtained a controlling financial interest in each of the Co-Investment Ventures, and we
consolidated all the 23 BHMP CO-JVs and MW CO-JVs effective December 1, 2011.

Distributions of net cash flow from the BHMP CO-JVs and MW CO-JVs are distributed to the
members no less than quarterly in accordance with the members’ ownership interests. BHMP CO-JV
and MW CO-JV capital contributions and distributions are made pro rata in accordance with
ownership interests. ' 4

Certain BHMP CO-JVs have made and may make equity and/or debt investments in Property
Entities with third-party equity owners. These Property Entities own multifamily operating communities
or development communities. Each Property Entity is a separate legal entity for the sole purpose of
holding ‘its respective operating property or development project and obtaining legally separated debt - -
and equity financing. These Property Entities are specifically structured but generally have structures:in
which the BHMP CO-JV is the managing member or. general partner and the other owners have
certain approval rights over protective decisions, which effectively require all owners to agree before
these actions can be taken. These decisions usually include actions pertaining to admittance or transfer
of owners, sale of the property, and financing. The BHMP CO-JV generally provides the greater
proportion of the equity capital, which generally ranges’ from 60% to 90%, but in some instances, can
be 100% of the equity capital. The third party equity owners in Property Entities have buy/sell rights
with respect to the ownership interest in the Property Entities.

Apart from investments with BHMP CO-JVs and MW CO-JVs, we have eight other
Co-Investment Ventures directly with developers, and we expect that we may enter into similar
arrangements with other developers. These other Co-Investment Ventures are or are expected to be
specifically structured but generally will have structures in which we are the managing member or -
general partner with sole control over setting operating budgets, selecting property management, '
financing and disposition of the mult1fam11y community. The other owners, who are typically providing
development and general contractor services through affiliated entities, aré expected to generally have
very limited approval rights, usually related to protective rights concerning admittance or transfer of
owners, changes in the business purpose of the Co-Investment Venture and bankruptcy. These
developers will have ‘initial capital contributions until certain milestones are achieved at which point,
their initial capital contributions will be returned to them. These developers will have a back-end -
interest, generally only attributable to distributions related to a property sale. They will also have put
options, generally one year after completion of the developrnent pursuant to which we would be
required to acquire their ownership interest at a set price. These other Co-Investment Ventures will
also include buy/sell provisions, generally available after the seventh year after completion of the
development. We expect to generally provide the greater proportion of the equity capital, and for the
eight current Co-Investment Ventures we ultimately, expect that 100% of the equity capital will be
provided by us. : v :

96



Co-Investment Venture Partners

The 99% limited partner of our BHMP Co Investment Partner is PGGM. PGGM is an investment
vehicle for Dutch pension funds. According to the sponsor of PGGM’s website as of October 2012, the
sponsor of PGGM currently manages apprommately 128 billion euro (approximately $169 billion, based
on exchange rates as of December 31, 2012) in pens1on assets for over 2.5 million people. We formed
our first BHMP Co-Investment Venture with PGGM in 2007, and prior to December 1, 2011, PGGM
was our only Co-Investment Partner. PGGM has committed to invest up to $300 million in
co-investments with affiliates of investment programs of our sponsor. As of December 31, 2012,
approximately $1.9 million of the $300 million commitment remains unfunded; however, in the event
that certain investments are refinanced or new property debt is placed within two years from the date
of acquisition, the amount of the unfunded commitment may be increased. The 1% general partner of
our BHMP Co-Investment Partner is Behringer Harvard Inst1tut10na1 GP LP, an afflhate of Behrmger
Harvard Holdlngs S

The 99.9% limited partner of our MW Co-Investment Partner is NPS NPS is one of the largest
pension funds in the world, which generally covers all citizens of South Korea ages 18 to 59. NPS was
established to provide pension benefits in contingency of old-age, disability or death of the primary
income provider for a household with a view to contributing to the livelihood stabilization for the
promotion of the welfare of South Korea. According to the NPS website, as of April 2012, the NPS
fund estimated its total value at 333 trillion won (approximately $313 billion, based on exchange rates
as of December 31, 2012), and counted over 3.15 million people in its beneficiary base. The 0.1%
general partner of our MW Co-Investment Partner is Heitman, an international investment advisory
firm. The MW Co-Investment Venture does not have a commitment for additional investments with us
or our sponsor. As dlscussed further below, we entered into Co-Investment Ventures with the MW
Co-Investment Partner in December 2011. As of December 31, 2012, the MW Co-Investment Partner
has invested $263.7 million in joint ventures with us.

For our Co-Investment Ventures with developers and the five Property Entities, the other equity
owners are national or regional domestic developers.

As of December 31, 2012, we believe all of our Co-Investment Venture partners and Property
Entity partners are in compliance with their contractual obligations, and we are not aware of factors
that would indicate their inability to meet their obligations. ' '

Sale of Joint Venture Interests During 2011

In December 2011, we sold partial joint venture interests in three wholly owned multifamily
communities and three BHMP CO-JVs to the MW Co-Investment Partner for an aggregate purchase
price of $180.3 million, excluding closing costs. These joint venture interests ranged from 15% to 45%
interests in the following multifamily communities: 7166 at Belmar, Acacia on Santa Rosa Creek,
Argenta, Cyan/PDX, The Gallery at NoHo Commons and The Lofts at Park Crest (the *BH Sale
Properties”). We have retained a 55% joint venture interest in each of these communities. Our share of
the proceeds was $101.1 million, which represented a 24% weighted average increase from our initial
investments made in 2009 through 2011.

In accordance with GAAP, our sales of joint venture interests in 7166 at Belmar and Cyan/PDX,
which were reported on the equity method of accounting, resulted in a gain of $5.7 million. However,
as the other partial sales were of interests in consolidated investments, where as discussed below, we
maintained control after the sale of our partial interest, GAAP does not allow recognition of a gain.
Instead the difference between the net proceeds of the partial sale and the recognition of the
noncontrolling interest based on the book values at the time of sale is recognized as a direct charge to
additional paid-in capital. Accordingly, we recogmzed an increase to additional paid-in capital of $39.6
million. : T : v
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As discussed below in “Long-Term Liquidity, Acquisitions, Dispositions and Property Financing”,
dispositions are a part of our overall business strategy. For these dispositions, we believe the
multifamily communities had achieved attractive values. While we believed the sales price was
attractive, realizing only a portion of the gain was appropriate given the age and sub-market
fundamentals for the multifamily community. This allowed us to retain a smaller controlling interest
with less downside risk. We also believe the transaction allowed us to initiate a relationship with
Heitman and NPS, which coupled with PGGM, broadens our exposure to foreign institutional capital
sources.

Simultaneously with the closing on the sale of the above joint venture interests, the BHMP
Co-Investment Partner also closed on a sale of all of its joint venture interests in 122 BHMP CO-JVs to
the MW Co-Investment Partner. These joint venture interests ranged from 5% to 45% in the following
multifamily communities: 4550 Cherry Creek, 7166 at Belmar, Argenta, Briar Forest Lofts, Burrough’s
Mill, Calypso Apartments and Lofts, Cyan/PDX, Eclipse, Fitzhugh Urban Flats, Forty55 Lofts, The
Venue and West Village (the “Master Sale Properties”). The BHMP Co-Investment Partner remains a
Co-Investment Partner in 13 BHMP CO-JVs.

As a result of the transactions described above, the MW Co-Investment Partner became our
co-investment partner in each of the communities noted above and has replaced the BHMP
Co-Investment Partner in the applicable Co-Investment Ventures, which are now MW CO-JVs. Our
interest in each of these MW CO-JVs is now 55%, with the MW Co-Investment Partner owning the
other 45% interest. v

In connection with these sales of the joint venture interests, the governance rights with respect to
all of the new MW CO-JVs and the BHMP CO-JVs were modified. These included modifications to
the control rights over operating plans, which, along with other factors, have resulted in out having
sufficient control over the BHMP CO-JVs and MW CO-JVs, such that we have consohdated all of
them effective December 1, 2011.

Market Outlook

During 2012, the U.S. economic recovery, although still slow by most measures, survived
uncertainties over the general election and the fiscal cliff and exhibited visible improvements in many
fundamentals. One of the more important factors was the stabilization of the housing sector, a sector
that historically has been important in prior economic recoveries. In the second half of the year, home
price indexes for the largest 20 cities in the U.S. had recovered to 2008 levels. While these are still not
at pre-recession highs, these are levels that show improvement in inventories, foreclosures and
.distressed sales. With recent government initiatives to encourage private investment of single family
homes, many analysts are projecting a faster pace to clear the supply of foreclosed and vacant
properties. Other improvements were made in factory output, particularly autos and other durable
goods, corporate profits and modest gains in employment. Regarding employment, the economy
averaged 165,000 new jobs in the fourth quarter of 2012, higher than prior quarters, but because that is
barely exceeding new workers entering the market, it is a level that is consistent with a slow, gradual
recovery. Also helping the U.S. are improvements, or at least stabilization, of global economic issues.
The European debt crisis, which created uncertainty over sovereign defaults and departures from the
Euro and European Union that were recurring drags on the U.S. economy for the last couple of years,
has now reached a point where the worst of the scenarios appear less likely, although as recent events
have demonstrated, the situation is still volatile. In China, where concerns that a decline in its growth
could hurt the global recovery, a favorable December 2012 economic report buoyed confidence. Global
growth, as forecast by the World Bank, is projected at 2.4% for 2013. This compares to an expected
2.3% for 2012 and while less than earlier projections, is not expected to be a serious drag on the U.S.

Offsetting these factors and likely contributors to a slower, moderate recovery are uneven private
consumption, as individual savings rates continue to rise; continued decline in new business creation, as
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investors are reluctant to increase their risk capital; and decreases in the labor force, as the long term
unemployed are not returning to the work force and may be structurally unemployed or under
employed. Also, there is concern over the consequences and uncertainty related to political gridlock,
which was reported as a major factor in the negative GDP report for the fourth-quarter of 2012. The
debate over the debt limit appears to be continuing for an extended period and risks a downgrade of
U.S. credit and increased borrowing costs. The federal government has not passed a budget in the last
four years and appears to be in a prolonged debate over spending and tax levels. We believe that
businesses and consumers tend to be very conservative when confronted with these kinds of issues,
which could disrupt what could otherwise be a stronger recovery. On a net basis, we believe the U.S.
economy can overcome a certain degree of these issues, and along with most analysts, we expect a
moderate, but uneven U.S. growth for the near term. However, these issues have the potential to
significantly affect the economy. ‘ ' i

Although a slower U.S. economy may provide some resistance, primarily with respect to overall job
growth and personal disposable income, the multifamily sector demonstrated strong growth in 2012 and
favorable demand/supply fundamentals should still support reasonable growth in the near term. The
recent performance of the multifamily sector appears consistent with historical trends where real estate
investments in the multifamily sector tend to perform'better than real estate investments in other
sectors during periods of economic recovery. Further, from a‘demand perspective, the demographics for
the targeted multifamily renter, the age group from 20 to 34 years old, are still positive in the sector.
This group is growing in size and while the other age segments have experienced employment declines,
the 20 to 34 year old segment’s aggregate employment has increased. Further, while this age group in
previous. economic cycles experienced increasing single family home ownership, higher credit standards
for single family mortgages and more reluctance to commit to home ownership are currently leading to
more rental demand. Single family home ownership, which had peaked at 69.2% in late 2004, has now
reduced to approximately 65.4% as of December 31, 2012. Historical home ownership figures from
pre-1995 hovered around 64%. While improvements in the single family housing sector should
eventually affect this trend, we believe the overall positive effects of such an important component of
the economy will be a net benefit to the multifamily sector.

On the supply side, developments of new multifamily communities decreased substantially from
about 2008 through 2011. Historically, multifamily housing starts have been equal to approximately 2%
of existing supply, but during the recession, many markets saw their starts- drop to below 0.5%, such
that supply was not keeping up with demand. Currently, national starts are still slightly below the
historical average, but several local markets are approaching or even exceeding these historical
averages. Permitting of multifamily communities, the leading indicator of potential new multifamily
supply, was up approximately 45% for the 12 months ended December 31, 2012. Though this
permitting level is still approximately a third of the prior peak level and is below historical averages, it
is well above the trough in 2009. Accordingly, we believe that the multifamily fundamentals noted
above are leading to increased development activity; however, since high quality multifamily
developments can take 18 to 36 months to entitle, permit and construct, we believe there is, even in the
most aggressive outlook, a continued window of limited supply. We also believe that the new supply will
affect certain markets, and sub markets, to a greater or lesser extent, where factors such as the strength
of the local economy, population growth and absolute inventory level of units will allow certain markets
to better absorb certain levels of new supply. : :

As a result of these factors, many analysts are still projecting continued multifamily rental growth,
albeit at a slower pace. However, multifamily performance is highly correlated with job and income
growth. Some analysts’ reports are already starting to indicate for certain markets that renting is
starting to lose its cost advantage over home ownership and that rental increases will eventually hit
limits in relation to disposable income. While the overall factors noted above should still position the
multifamily sector to perform better in a slow growth environment, eventually the multifamily sector
will need stronger employment, disposable consumer income and household formation to maintain
rental growth. “
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For the Company, these fundamentals have favorably impacted the Company’s 2012 operating
performance. While national employment gains were less than expected, in our geographic markets, job
growth for the most part was greater than the national average or was positive as compared to the
prior year. As measured at the end of December 2012, 11 of our 16 major markets had annual
employment growth greater than the national average of 1.4%. Of the five markets that were below the
national average, two markets reported increases from the prior year. Of the top five markets with the
highest absolute increase in ]ob growth, we had investments in three Houston, San Francisco, and
Austin, & :

These positive employment results for our markets have been favorable contributors to our
revenue growth. The Company has equity interests in 22 communities that were stabilized and held for
the comparable periods in 2011 and 2012. These 22 communities produced year over year total revenue
increases of approximately 8.8%. Since December 31, 2011, we have increased our residential monthly
rent per unit for these 22 stabilized communities by 4%. We have been able to achieve these results,
while still increasing occupancy, as occupancy increased for these 22 communities from 93% at
December 31, 2011 to 95% at December 31, 2012.

Current interest rates and the availability of multifamily financing are also very favorable factors in
the multifamily sector. During 2012, five and ten year treasury rates have declined approximately 13%
and 6%, respectively, and as of December 31, 2012, are approximately 0.7% and 1.8%, respectively.
While these rates have increased slightly since the start of 2013, where the ten year treasury has -
approached a 2.0% level, rates are still low by historical measures. GSEs have been a core source for .
multifamily financing, providing a base level of support for the sector. However, lender competition for
multifamily financing, particularly high quality, stabilized communities such as ours, has also added to-
the favorable financing environment. In addition to GSEs, insurance companies and commercial banks
have been aggressive lenders in.our sector. The Company has taken advantage of these financing
opportunities and in 2012 we closed five loans with an average fixed interest rate of 2.9%. As of
December 31, 2012, our weighted average fixed interest rate was 3.9%, compared to 4 2% at
December 31, 2011.

Although the current outlook on these financing trends is favorable, there are risks. As discussed
above, the U.S. political deadlock over the debt ceiling, tax policy and government spending levels
could jeopardize the U.S. credit ratmg and the level of domestic interest rates. Although the European
debt crisis has moderated, there is a risk that the higher-risk European countries could face new
pressures over proposed austerity measures or levels of sovereign borrowings or that new problem
countries could surface. Any of these domestic or global issues could slow growth or push the U.S. into
a recession, which could affect the-amount of capital available or the costs charged for financings.
Specifically related to the multifamily sector, changes related to GSE’s distribution policy to the U.S.
Government and other regulatory restrictions could result in less multrfamrly debt capital and
potentially higher borrowing costs.

In the event of changing financial market conditions, we believe the Company is financially well
positioned to execute our strategy. As of December 31, 2012, we held cash and cash equivalents of
approximately $450.6 million and had borrowing capacity from our line of credit of $127.2 million. Our
cash position is over 45% of our total debt balance and greater than all of our variable rate debt.
Should there be an increase in interest rates, approximately 95% of our share of debt is at long-term,
fixed rates. In addition, the Company owns $162.7 million of LIBOR based interest rate caps providing
protection for the notional amount for LIBOR Rates in excess of 2.0% to 4.0% for approximately
4 years. We believe these factors will give us flexibility to manage our interest rate exposure should ,
interest rates in general increase, and our quurdrty position may be a competitive advantage over other
multifamily companies who are not so positioned. However, with the volatility in the world economy,
and the consequences that these issues may have on the financial markets, there is no assurance that
our liquidity position would maintain our competitive position in all circumstances.
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Property Portfolio -

The table below presents Pphysical occupancy “and monthly rental rate per unrt by geographrc reglon
 for all consolidated and unconsohdated stablhzed multrfamlly communmes in whrch we have an equrty

investment as of December 31, 2012 and 2011 e B R

Physrcal Occupancy Rates“’) - Monthly Rental Rate per Unit©

Lo : Nuinber of < Number of as of December 31, ~ ;7 o as of Detember 31,

Geographic Region®. . ;Communities . . Units . ;: . 2012 v 20100 0 12012, ) 2011

Florida............... 2 . 704 . 94% . . 92% $1 490 ... $1,430
Georgia® . ............ 2 493 - 98% ,496%: So1234 . 1,133
Mid-Atlantic . . ... ... L. 5 1,412 94% 92% 1,937 1,850
Mid-West ... ....... o T - 298 - 959 2 95% - 2,161 - -2,009
Mountain . ... .. 0. .. 5 1,594 < 93% 93% - 13120 1,257
New England .......... 4 940 92% 92% 1,514 1,506
Northern California. . . . .. 4 751 94% 95% 2,188 1,989
Northwest. . . ..uen ... -2 540 94% 90% 1,331 1,312
Southern California. . . . .. -~ 4 889 96% 88% 1,946 ... = 2,066
Texas .. ... e 7 2,248 95% 96% 1,384 1225

Totals .............. 36 9,869 %% 93%. . $1,596 $1,524

(a) Geographic regions not identified to a state are defined as follows:

Mid-Atlantic includes the states of Vrrgrnla Maryland and New Jersey Our portfoho
includes communities in Alexandria, Arlrngton and McLean, Virginia; Sllver Spring,
Maryland; and Cherry Hill, New Jersey.

Mid-West includes the state of Illinois. Our portfolro includes a commumty in Chlcago
Illinois.

Mountain includes the states of Colorado and Nevada. Our portfolio includes communities
in Denver and Lakewood, Colorado and Clark County and Henderson, Nevada.

New England inciudes the states of Connecticut and Massachusetts. Our portfolio includes
communities in Orange, Connecticut and Mansfield, Marlborough, and Pembroke,
Massachusetts.

Our portfolie includes communities in Concord Santa Rosa, San Bruno and San Francrsco-
in Northern- California. . Coe

Northwest includes the state of Oregon. Our portfolio includes communmes 1n Portland
Oregon. : ¥

Our portfolio includes communities in Irvine, Marina del Rey, Costa Mesa Los Angeles
and Laguna Woods in Southern California.

(b) Physical occupancy is ‘defined as the residential units occupled for stabilized propertres as of 'f ,
December 31, 2012 or 2011 divided by the total number of residential units. Not considered in the
physical occupancy rate is rental space designed for other than residential use, which is- primarily
‘retail space: As of December 31, 2012, the total gross leasable area of retail space for all of these
communities is approximately 170,000 square feet, which is approximately 2% of total rentable
.area. As of December 31,.2012, all of the communities with retail space .are stabilized, and
approximately 75% of the 170,000 square feet of retail space was occupied. The calculation of
physical occupancy rates by geographic region and total average physrcal occupancy rates.are based
upon weighted average number of residential units. :
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(c) Monthly rental revenue per unit has been calculated based on the leases in effect as of
December 31, 2012 and 2011 for stabilized properties. Monthly rental revenue per unit only
includes base rents for the occupied units, including affordable housing payments and subsidies,
and does not include other charges for storage, parking, pets, cleaning, clubhouse or other
miscellaneous amounts. For the years ended December 31, 2012 and 2011, these other charges
were approximately $15.7 million and $12.8 million, respectively, approximately 8% of total
combined revenues for both of the periods. The monthly rental revenue per unit also does not
include unleased units or non-residential rental areas, which are primarily related to retail space.

(d) Physical occupancy rates and monthly rental rate per unit as of December 31, 2011 exclude the
results of Mariposa which was sold in Marbh 2012. :

The table below presents the number of communities and units by geographic region that are
currently in development in which we have an equity or debt investment, as of December 31, 2012 and
2011:

December 31, 2012 December 31, 2011

v Number of Number of Number of Number of

Geographic Region Communities Units Communities Units
Equity Investments: . , ‘
Florida........... ... .. 1 180 — —_
Mountain . . ........ . 1 212 — —
NewEngland ................ ... .......... 2 578 — —
Northern California ......................... 1 180 1 163
Texas . ... oou. .. e 6 1,519 2 342

Total Equity Investments ... ... [ 11 2,669 3 505
Debt Investments:
GeOTZIA . . o it e — — 1 295
Mountain . . .......coi i 1 388 —_ —_
Southern California .. ............ ... ...... . 1 113 1 113
Texas® . . RSP 2 764 2 469

Total Debt Investments . ...... e 4 1,265 4 877
Total Development .. ...........00......0 .... § 3,934 7 1,382

(a) Includes an unconsolidated loan investment as of December 31, 2012. The other loan investment is
in a multifamily community completed in 2012 and currently in lease up as of December 31, 2012.

For more information regarding investments in our portfolio, see Item 2, “Properties” of this
Annual Report on Form 10-K. ’

Critical Accounting Policies and Estimates

The following critical accounting policies and estimates apply to both us and our Co-Investment
Ventures. '

Management’s discussion and analysis of financial condition and results of operations is based
upon our consolidated financial statements, which have been prepared in accordance with GAAP. The
preparation of these financial statements requires our management to make judgments, assumptions
and estimates that affect the reported amounts of assets, liabilities, revenues and expenses, and related
disclosure of contingent assets and liabilities. We evaluate these judgments, assumptions and estimates
for changes which would affect the reported amounts. These estimates are based on management’s
historical industry experience and on various other judgments and assumptions that are believed to be
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reasonable under the circumstances. Actual results may differ from these judgments, assumptions and
estimates. Our significant judgments, assumptions and estimates include the evaluation and
consolidation of variable interest entities (“VIEs”) the allocation of the purchase price of acquired
properties, income recognition for investments in unconsolidated real estate joint ventures, evaluating
our real estate-related investments for impairment, the classification and income recognition for
noncontrolling interests and the determination of fair value.

Principles of Consolidation and Basis of Presentation

Our consolidated financial statements include our consolidated accounts and the accounts of our |
wholly owned subsidiaries. We also consolidate other entities in which we have a controlling financial
interest. or entities where we are determined to be the primary beneficiary. VIEs are generally entities
that lack sufficient equity to finance their activities without additional financial support from other
parties or whose equity holders lack adequate decision making ability. The primary beneficiary is
required to consolidate a VIE for financial reporting purposes. The determination of the primary ..
beneficiary requires management to make significant estimates and judgments about our rights,
obligations, and economic interests in such entities as well as the same of the other owners. For entities
in which we have less than a controlling financial interest or entities with.respect to which we are not
deemed to be the primary beneficiary, the entities are accounted for using the equity method of ..
accounting. Accordingly, our share of the net earnings or losses of these entities is included in
consolidated net income. All significant inter-company accounts and transactions have been ellmlnated
in consolidation.

Real Estate and Other Related Intangibles
Acquzsmons

For real estate properties acquired by us or our Co- Investment Ventures classﬁled as business
combinations, we determine the purchase price, after adjusting for contingent consideration and
settlement of any pre-existing relationships. We record the tangible assets acquired, consisting of land,
inclusive of associated rights, and buildings, any assumed debt, identified intangible assets and
liabilities, asset retirement obligations and noncontrolling interests based on their fair values. Identified
intangible assets and liabilities primarily consist of the fair value of in-place leases and contractual
rights. Goodwill is recognized as of the acquisition date and measured as the aggregate fair value of the
consideration transferred and any noncontrolhng interests in the acquiree over the fair value of
identifiable net assets acquired. Likewise, a bargain purchase gain is recognized in current earnmgs
when the aggregate fair value of the consideration transferred and any noncontrolling interests in the
acquiree are less than the fair value of the identifiable net assets acqiiired.

The fair value of any tangible assets acquired, expected to consist of land and bu11dmgs, is
determined by valuing the property as if it were vacant, and the “as-if-vacant” value is then allocated to
land, buildings and improvements. Land values are derived from appraisals, and building values are .
calculated as replacement cost less depreciation or estimates of the relative fair value of these assets -
using discounted cash flow analyses or similar methods. When we acquire rights to use land or
improvements through contractual rights rather than fee simple interests, we determine the value of the
use of these assets based on the relative fair value of the assets after considering the contractual rights
and the fair value of similar assets. Assets acquired under these contractual rights are classified as
intangibles and amortized on a straight-line basis over the shorter of the contractual term or the
estimated useful life of the asset. Contractual rights related to land or air rights that are substantively
separated from depreciating assets are amortized over the life of the contractual term or, if no term is
provided, are classified as indefinite-lived intangibles. Intang1ble assets are evaluated at each reportlng
period to determine whether the ‘indefinite and finite useful lives are appropnate
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We determine the value of in-place lease¢ values and tenant relationships based on our evaluation
of the specific characteristics of each tenant’s lease and our-overall relationship with that respective.
tenant. The aggregate value of in-place leases and tenant relationships are determined by applymg a
fair value model. The estimates of fair value of in-place leases include an estimate of carrying costs
during the expected lease up periods for the respective leasable area considering current market -
conditions. In estimating fair value of in-place leases, we consider items such as real estate taxes,
insurance, leasing commissions, tenant improvements and other operating expenses to execute similar
deals as well as projected rental revenue and carrying costs duting the expected lease up period. The
estimate of the fair value of tenant relationships also includes our estimate of the likelihood of renewal.

We determine the value of above-market and: below-market in-place leases for-acquired properties
based on the present value (using an interest rate that reflects the risks associated with the leases:
acquired) of the difference between (1) the contractual amounts to be paid pursuant to the in-place
leases and (2) estimates of current market lease rates for the corresponding in-place leases, measuzed-
over a period equal to (i) the remaining non-cancelablelease term for above-market leases, or ii) the "
remaining non-cancelable lease term plus any fixed rate renewal options for below-market leases. We
record -the fair value of above-market and below-market leases as intangible assets-or intangible -
liabilities, respectively, and amort1ze them as an ad]ustment to rental mcome over the: above
determined lease term. : o ‘

‘We amortize the value of 1n-p1ace leases acqulred to expense over the rema1n1ng term of the
leases. The value of tenant relationship intangibles will be amortized to expense over the initial. term
and any anticipated renewal periods, but in no event will the amortization period for intangible assets
exceed the remaining depreciable life of the building. Intangible lease assets are classified as intangibles
and intangible lease liabilities are recorded within deferred lease revenues and other related liabilities.

We determine the fair value of assumed debt by calculating the net present value of the schieduled
debt service payments using interest rates for debt with similar termis and remaining maturities that
management believes we could obtain. Any difference’ between the fair:value and stated value of the -
assumed debt is recorded as a discount or premium and amortized over the remaining life of the loan.

Developments

We capltahze project costs related to the development and construct1on of real estate (1nclud1ng
interest and related loan fees, property taxes, insurance, and other direct costs associated with the
development) as a cost of the development. Indirect project costs that relate to several developments
are capitalized and allocated to the developments to which they relate. Indirect costs not clearly related
to development and construction are expensed as incurred. For each development, capitalization begms
when we determine that the development is probable and 51gn1f1cant development activities are '
underway. We suspend capitalization at such time. as significant development activity ceases, but future
development is still probable. We cease capitalization when the developments or other improvements,
including any portion, is completed:and ready for its intended use, or if the iritended use changes such
that-capitalization is no longer: appropriate. Developments ‘or improvements are generally considered -
ready for intended use when the cert1f1cates of occupancy have been issued and-the umts become ready
for occupancy : L B :

Investments in Unconsolldated Real Estate Jomt Ventures

We or our Co-Investment ‘Ventures account for certain investments in unconsolidated real estate
joint ventures using the equity method of accountmg because we exercise s1gn1f1cant influence over, but
do not control, these entities. These investments are initially recorded at cost, 1nclud1ng any acquls1t1on
costs, and are adjusted for our share of equity in earnings and distributions. We report our share of
income and losses based on our economic interests in the entities.
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When we or our Co-Investment Ventures acquire a controlling interest in a previously
noncontrolled investment, a gain.or loss is recogmzed for the dlfferences between the investment’s
carrying value and fair value. : (

Noncontrolling Interests

Redeemable, noncontrolling interests are comprised of our consolidated Co-Investment Venture
partners’ interests in multifamily communities where we believe it is probable that we will be required
to purchase the noncontrolling partner’s interest. We record obligations under the redeemable
noncontrolling interests initially at a) fair value, increased or decreased for the noncontrolling interest’s
share of net income or loss and equity contributions and distributions or b) the redemption value if
redemption is probable. The redeemable noncontrolling interests are temporary equity not within our
control, and presented in our consolidated balance sheet outside of permanent equity between debt and
equity. The determination of the redeemable classification requires analysis of contractual provisions
and judgments of redemption probabilities.

The calculation of the noncontrolling interest’s share of net income or loss is based on the
economic interests held by all of the owners.

Investment Impairments

If events or circumstances indicate that the carrying amount of the property may not be
recoverable, we make an assessment of the property’s recoverability by comparing the ‘carrying amount
of the asset to our estimate of the undiscounted future operating cash flows; expected to be generated
over the life of the asset including its eventual disposition. If the carrying amount exceeds the aggregate
undiscounted future operating cash flows, we recognize an impairment loss to the extent the carrying
amount exceeds the estimated fair value of the property. In addition, we evaluate indefinite-lived
intangible assets for possible impairment at least annually by comparing the fair values with the
carrying values. Fair value is generally estimated by valuation of similar assets.

For real estate we own through an investment in an unconsolidated real estate joint venture or
other similar real estate investment structure, at each reporting date we compare the estimated fair
value of our real estate investment to the carrying value. An impairment charge is recorded to the
extent the fair value of our real estate investment is less than the carrying amount and the decline in
value is determined to be other than a temporary decline. We did not record any impairment losses for
the years ended December 31, 2012 or 2011.

Fair Value

In connection with our GAAP assessments and determinations of fair value for many real estate
assets and liabilities, noncontrolling interests and financial instruments, there are generally not available
observable market price inputs for substantially the same items. Accordingly, we make assumptions and
use various estimates and pricing models, including, but ‘not limited to, estimated cash flows, costs to
lease properties, useful lives of the assets, costs of replacing certain assets, discount and interest rates
used to determine present values, market capitalization rates, sales of comparable investments, rental
rates, and equity valuations. Many of these estimates are from the perspective of market participants
and will also be obtained from independent third-party appraisals. However, we are responsible for the
source and use of these estimates. A change in these estlmates and assumptlons could be material to
our results of operations and financial cond1t10n

Results of Operations

Because of our investment of proceeds from'our Initial Public Offering, we have experienced
significant increases: in our total investments since our inception. Also, as the status of our lease up and

105



development communities have progressed, their totals have fluctuated over time, changing the
proportion of our stabilized multifamily communities-to our total investments. Further, effective
December 1, 2011, we consolidated 23 BHMP CO-JVs (which included 6 Property Entities) and MW-
CO-JVs as a result of our sale of joint venture interests to the MW Co-Investment Partner and related
entry into MW CO-JVs, and simultaneous amendment of all of our BHMP CO-JV operating
agreements with the BHMP Co-Investment Partner whereby we obtained the controlling financial
interest of each of these Co-Investment Ventures. Accordingly, the proportion of our consolidated
investments have also increased, where our operating results and financial condition are reported gross
rather condensed as provided by equity accounting.

These portfolio changes have contributed to significant increases or fluctuations in many of our
financial results. A summary of our investments in multifamily communities as of December 31, 2012,
2011, and 2010 is as follows: :

As of December 31,
2012 2011 2010

Reporting Classifications:

Consolidated communities. . . ... .........v e en.. 50 41 10
Investments in unconsolidated real estate joint ventures . .. ... 11 23
Total. ... 51 42 33
Investment Classifications:
Equity investments :
Stabilized communities . ........... ... ... . . oo, 36 35 24
Lease up communities . . . . ..., i —  — 7
Development communities . ... ...... ... . o 11 3 —
2 38 31

Debt investments
Land loans . .. ... .. i i e e
Mezzanine loans . . ... ov i ittt i e

T2 e —
(S FNIINRW
12 oo T |

Total INVESTMENTS . . . o v vttt et e e e e

In the following sections, where we compare one fiscal year to another, we may refer to these
changes to explain significant fluctuations. These transactions have affected the comparability of our
financial statements as of and for the year ended December 31, 2012 as compared to 2011 and 2010.

Fiscal year ended December 31, 2012 as compared to fiscal year ended December 31, 2011

As discussed above, the consolidation of the BHMP CO-JVs and MW CO-JVs.in December 2011
and the acquisitions and developments in 2012 and 2011 have significantly affected the comparability of
our 2012 fiscal year results as compared to our 2011 fiscal year results. Because investments recorded
on the consolidated basis of accounting reflect operating. results gross, our 2012 results reflect increases
in most operating line items, particularly revenue, property operating expenses, real estate taxes,
interest expense, depreciation and amortization and a decrease in equity earnings (loss) from
unconsolidated real estate joint ventures. Additionally, we recorded a gain on revaluation of equity on
business combinations of $121.9 million related to the 2011 consolidations.

Rental Revenues. Annual rental revenues for 2012 increased $121.1 million over the same period
in 2011. A substantial portion of the increase was attributable to the December 2011 consolidation of
the BHMP CO-JVs and MW CO-JVs of $101.8 million and the acquisitions of Argenta, Stone Gate
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and West Village during the spring of 2011 of $6.7 million: Additionally, the three 2012 business
combinations discussed further in Note 4, “Business “Combinations” to the consolidated financial
statements, accounted for approximately $7.8 million of the increase in 2012 revenue over 2011. The
remaining increase of $4.8 million in rental revenues is generally due to an increase in occupancy,
which was 94% at December 2012 compared to 93% in December 2011, and a 5% increase in overall
rental rates in 2012 as compared to 2011.

Property Operating and Real Estate Tax Expenses. Annual property operating and real estate tax
expenses for 2012 increased $45.6 million over the same period in 2011. Approximately $40.2 million of
this increase is a result of the consolidation of the BHMP CO-JVs and MW CO-JVs in December
2011, approximately $2.4 million is a result of the acquisitions of Argenta, Stone Gate and West Village
during the spring of 2011, and approximately $3.4 million is related to the three 2012 business
combinations. We expect continued increases in property operating and real estate tax expenses as a
result of owning our newly acquired multifamily communities for a full reporting period and our
expected acquisitions of additional real estate investments.

. General and Administrative Expenses. The increase in general and administrative expenses of
$6.3 million for 2012 compared to the same period of 2011 included $2.3 million of costs.related to the
Company’s review of strategic alternatives, primarily financial advisory and legal fees. Additionally, in
2012, we incurred $1.8 million of off-site personnel costs reimbursed to an affiliate of our Advisor,
Behringer Harvard Multifamily Management Services, LLC (“BHM-Management”), in accordance with
our property management agreement w1th BHM Management. During.2011, BHM Management waived
reimbursement of these costs.

Acquisition Expenses. Acquisition expenses for 2012 were approximately $2.5 million and
principally related to our acquisition of Pembroke Woods and the Grand Reserve. The majority of the
acquisition expenses were fees and expenses due to our Advisor. For 2011, we incurred acquisition
expenses of $6.2 million principally related to our consolidated acquisitions of Argenta, ‘West Village
-and Stone Gate. As we make additional consolidated operating investments in multifamily communities,
acquisition expenses may increase, which could have a significant effect on our operating results.
However, acquisition costs related to development investments are generally capitalized: to the
development and not expensed. See the section below entitled “Funds from Operatlons and Modified
Funds from Operations” for additional discussion.

Interest Expense. Annual interest expense for 2012 increased $23.0 million over the same period
in 2011. Approximately $20.5 million of the increase is attributable to the consolidation of the BHMP
CO-JVs and MW CO-JVs in December 2011 and their related financing, and approximately
$1.8 million is a result of the acqu151t10ns of Argenta, Stone Gate and West Village and their related
financing during 2011. Additionally, the increase was due to a full year of increased borrowing related
to our mortgage loans payable as we obtained new mortgage financing in 2011 related to Acappella,
Allegro, and the Lofts at Park Crest multifamily communities. These increased borrowings were
partially offset by a decline in credit facility borrowings and a decline in the LIBOR base rate. Also
included in interest expense are credit facility fees related to minimum usage and unused commitments.
These fees, which have increased as a result of our reduced borrowings under the credit facility, were
$2.5 million and $1.4 million during 2012 and 2011, respectively. Additionally, during 2012, interest of
$2.5 million was capitalized on 11 developments. We capitalized minimal interest during the
comparable period of 2011.

Depreciation and Amortization. ~Annual depreciation and amortization expense for 2012 increased
$70.6 million over, the same period in 2011. Depieciation and amortization primarily includes
depreciation of our consolidated multifamily communities and amortization of acquired in-place leases.
Approximately $67.4 million of the increase during 2012 is primarily attributable to the consolidation of
the BHMP CO-JVs and MW CO-JVs in December 2011. The partially offsetting decline in 2012 is
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primarily attributable to the amortization of acquired in-place leases, where due to shorter amortization
periods, a larger portion was fully amortized in 2011. As we make additional consolidated investments,
we expect depreciation and amortization expense to continue to increase and to be a significant factor -
in our GAAP reported results. See the section below entitled “Funds from Operations and Modified
Funds from Operations” for additional discussion.

Interest Income. Interest income, which primarily included interest earned on our cash
equivalents, short-term investments, and loan investments for 2012 and 2011, was approximately
$7.2 million and $3.4 million, respectively. Interest income earned on our loan investments increased
$3.1 million for 2012 compared to the comparable period of 2011 due to a net increase in loan '
investments of $11.7 million during 2012. Our cash equivalent and short-term investment balance is
primarily a function of our remaining proceeds raised from our Initial Public Offering and the timing
of our expenditures for investments. Our average balance of cash equivalents and short-term
investments for 2012 was approximately $553.1 million compared to $354.1 million for the comparable
period of 2011. Due to our primary emphasis on providing liquidity for future real estate investments,
our cash equivalents are substantially held in daily liquidity bank deposits. For 2012 and 2011, interest
rates continue to be at historical low interest rates, general]y in the range of 0.15% to 0.50%; wrth no
significant change between the two years.

Gain on Revaluation of Equity on.a Business Combination.. Effective July 31, 2012, the Veritas- -
BHMP CO-JV converted its mezzanine loan receivable into an additional equity interest in the Veritas
Property Entity, became the general partner of the Veritas Property Entity, and in conjunction with this
transaction, consolidated the Veritas Property. Entity at its fair value. A gain on revaluation of equity on
a business combination of $1.7 million was recognized for the year ended December 31, 2012. In April
2011, the business combination of our investment in the Waterford Place BHMP CO-JV resulted in a
gain of $18.1 million. The gain was primarily a function of the recognition of assets held for sale which
were recorded at fair value based on the sale contract for the Waterford Place community. Additionally,
in December 2011, the business combinations of our investments in the BHMP CO-JVs and MW
CO-JVs resulted in an aggregate gain of approximately $103.8 million. The gain was primarily a
function of the recognition of recording the assets of the multifamily communities at their fair value on
December 1, 2011, and we do not expect to have similar gains in the near term.

Equity in Loss of Investments in Unconsolidated Real Estate Joint Ventures. Equlty in loss of ]ornt
venture investments for 2012 was approximately $1.2 million compared to approximately $7.9 million
for the comparable period of 2011. In December 2011, we consolidated 23 BHMP CO-JVs and MW
CO-JVs and accordingly ceased recording our share of their operations through equity pick-up in
December 31, 2011. As of December 31, 2012, we have only one unc onsohdated joint venture.

Other Expense. Other expense is prlncrpally related to the change in the fair values of our
non-designated hedge derivatives for 2012. We did not have any non-desrgnated hedge derivatives in
2011.

Income from Dtscontmued Operatzons The income from discontinued operations relates to the
dispositions of Mariposa in March 2012 and Waterford Place in May 2011. There were no other
property dispositions during 2012 or, 2011.

Net Income (Loss) Attributable to Noncontrolling Interests. Our noncontrolling interests activity
relates to our acquisitions of controlling interests in the BHMP CO-JVs and MW CO-JVs effective
December 1, 2011, the Waterford Place BHMP CO-JV effective April 1, 2011, and the Grand Reserve
BHMP CO-JV effective February 15, 2012, as well as the Veritas BHMP CO-JV’s acquisition of a
controlling financial interest in the Veritas Property Entity effectlve July 31, 2012. Net loss attributable
to noncontrolling interests represents the net loss attributable to our Co- Investment Partners who own
noncontrolling interests in our consolidated communities.
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Due to the activity resulting from our investments, including the consolidation of previously
unconsolidated investments in real estate joint ventures, 'we- have few comparable operating multrfamﬂy
communities through December 31; 2012. Accordingly, same store reporting is-currently not :
meaningful.

We review our investments for 1mpa1rments in accordance w1th GAAP For the years ended
December 31, 2012 and 2011, we have not recorded-any impairment losses. However, this conclusion
could change in future periods based on changes in market conditions, primarily market rents,.
occupancy, the availability and terms of capital, investor demand for multifamily investments and - U.S.
economic trends and with respect to our development investments, on changes in costs in the
construction rhaterials, construction flnancmg costs, the perlod to lease up development propertles and
available rents on new res1dent tenanc1es -

Fiscal. year ended December 31, 2011 as compared to ﬁscal Yyear ended. December 31, 2010 .

As discussed above under “Co-Investment Ventures-—Sale of Joint Venture Interests During 2011”
the consolidation of the 23 BHMP CO-JVs and MW CO-JVs in December 2011 significantly affected
the comparability of our 2011 results with 2010. Additionally, we recorded a gain on revaluatlon of
equity on busines$ combinations of $121.9 million related to the 2011 consolidations. .

As an aid to analyzing our 2011 results compared to 2010 the followmg tables reflect the 2011
results as reported.in the consolidated balance sheets- and the consolidated statements of operations
less the effect of-all of the 2011 business combinations (in millions): ;

Less: 2011 2011 Results Current Year

Amounts from net of ) Change Net
Business Business :.of Business..
For the Year Ended December 31, 2011 Combinations - Combinations 2010 Combinations
Rental revenues . . ... ... s D S $"67.4\ $(184) 8 490 $289 $20.1
Expenses . ‘ P ‘ v . :‘ ’ l .K v‘ o :
Property operatmg expenses ....... e 20 3 (5.5). 14.8 8.7 . 6.1
Real estate faxes. . .............. e 93 20 72 4.0 3.2
Asset management fees ... ... ... ... Le... 763 = 6.3 52 1.1
General and administrative expenses e 46 02) * 44 42 0.2
© Acquisition expenses . i .. ...V ... 62 0 (62) — 108 - (10.8)
Interest €Xpense . . ........covvv .. 11.2 3.9 - 73 4.9 24
Depreciation and amortization . ........... 38.8 (16.7) 221 20.2 1.9
Total €XPenses . . ... ...............oo.. 96.7 (34.6) 621 . 580 4.1
Interest INCOME v v v voo v v v v vt i 35 . ..(03) - . 32 14 1.8
Gain on revaluation of equity on business . ;
combinations . ........... .. .. 0. 121.9 (121.9) = — -
Gain on sale of partial interest in unconsolidated

jointventure: . .......... i 5.7 — 5.7 L= .57
Equity in loss of investments in unconsolidated Lot T :

-real estate joint ventures . ............... (7.9) 0.2 (1.7) 69 - (0.8)
Income (loss) from continuing operations. . ... .. 939 - (105.8) - (11.9) - (34.6) 22.7 -
Income (loss) from discontinued operations . . ... . 0.6 - (0.3) . 03 . — 0.3
Net income (loss). . : ...t ... . ... S 94.5 (106.1) (11.6) - (34.6) 23.0
Net (income) loss attributable to noncontrollmg ) : . :

interests .. ............. .. ... . ..., 4.1 o@3 s (02 L— 0.2)
Net income (loss) attributable to commeon ; , .
"stockholders. . . . .. e T $ 98.6 $(110.4) T $(11.8) © $(34.6) $ 228
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Where the headings below-refer to adjusted amounts, we are describing the activity net of the
business combinations. For the other headings, where the business combinations do.not have a direct
effect on our results, we are-describing the full activity between reported 2011 results to 2010 results.

Rental Revenues Adjusted. Rental revenues for 2011 and 2010 were approximately $49.0 million
and $28.9 million, respectively. The increase was due primarily to reporting a full year of operations for
our 2010 acquisitions. Additionally, physical occupancy of our portfolio as of December 31, 2011 was
93% as compared to 88% as of December 31, 2010 as all of our properties were stabilized as of
December 31, 2011.

Property Operating and Real Estate Tax Expenses Ad]usted Property operatlng and real estate tax
expenses for 2011 and 2010 were approximately $22.0 million and $12.7 million, respectlvely The
increase was due primarily to reporting a full year of operations for our 2010 acquisitions.

Asset Management Fees. Asset management fees for 2011 and 2010 were approximately $6.3
million and $5.2 million, respectively. These fees for each period are based on the amount of our. gross
real estate investments, the time period in place and the asset management fee rate. As our asset
management fees are calculated based on our share of investments, the business combinations did not
affect our asset management fee expense. Accordingly, the increase is due to the timing and funded
amounts of our investments during the past twelve months.

Acquisition Expenses. Acquisition expenses for 2011 were apprommately $6.2 million and related
to the acquisitions discussed above. Acquisition-expenses for 2010 were approximately $10.8 million and
related to our acquisitions of the Lofts at Park Crest, Acacia on Santa Rosa Creek, Burnham Pointe,
The Reserve at La Vista Walk and Allegro The majority of the acquisition and expenses were fees and
expenses due to our Advisor. :

. Interest Expense Adjusted. Interest expense for 2011 and 2010 was approximately $7.3 million and
$4.9 million, respectively. The increase was principally due to increased borrowings related to our
mortgage notes payable which increased during 2011 as we obtained new mortgage financing in 2011
related to Argenta, Acappella, Allegro, the Lofts at Park Crest, and the Satori, District and Cyan
Property Entities. The increased borrowings in 2011 were partially offset by a decline in credit facility
borrowings and a decline in the LIBOR base rate. Also included in interest ¢xpense are credit facility
fees related to minimum usage and unused commitments. These fees were $1.4 million and $1.2 million
during 2011 and 2010, respectively.

Depreciation and Amortization Adjusted. Depreciation and amortization expense for 2011 and 2010
was approximately $22.1 million and $20.2 million, respectively. Depreciation and amortization
primarily includes depreciation of our consolidated multifamily communities and amortization of
acquired in-place leases. As noted above, the increase is due to our consolidated multifamily
communities acquired during 2010.

Interest Income Adjusted. Interest income, which primarily included interest earned on our cash «
equivalents, for 2011 and 2010 was approximately $3.2 million and $1.4 million, respectively. Our cash
equivalent balance is primarily a function of the timing and magnitude of the proceeds raised from our
Initial Public Offering and our expenditures for investment activities. Accordingly, our cash equivalent
balances are subject to significant changes. Due to our primary emphasis on providing liquidity for
future real estate investments, our cash equivalents were substantially held in daily liquidity. bank
deposits. Additionally, during 2011, we provided financing for one mezzanine loan and three land loans
and earned interest income of $1.2 million on these loans.

Gain on Revaluation of Equity on Business Combinations. In April 2011, the business combination
of our investment in the Waterford Place BHMP CO-JV resulted in a gain of $18.1 million. The gain
was primarily a function of the recognition of assets held for sale which were recorded at fair value
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based on the sale contract for the Waterford Place community. Additionally, in December 2011, the
business combinations of our investments in-.the BHMP CO-JVs and MW CO-JVs resulted in an-
aggregate gain of approximately $103.8 million. The gain was primarily a function of the recognition of
recording the assets of the multifamily communities at their fair value on December: 1, 2011. There was
no similar gain in 2010.

Equity in Loss of Investments in Unconsolidated Real Estate Joint Ventures. Equity in loss of joint
venture investments for 2011 was approximately $7.9 million compared to equity in loss of
approximately $6.9 million. for 2010. As only $0.2 million related to business combinations, the analysis
is based on the -unadjusted amount. A breakdown of our approximate equlty in earnings (loss) by. type
of underlying investments is as follows (amounts in millions): = :

Effective. December 1, 2011, all but one of our unconsolidated real estate joint ventures was
consolidated. The following discussion relates to activity prior to December 1, 2011.

For the Year Ended
December 31, 2011 - December 31, 2010

Equity in Distributions Equity in Distributions
Earnings ~ from Operating Earnings from Operating

_ (Loss) Activities (Loss) Activities
Loan investments ................ .. $200 0 S 11 $3.0 $1.7
Equity investments C ‘ B ' o
Stabilized / Comparable . . .................. 1.0 1.9 (0.6) —
Stabilized / Non-comparable ................ (8.9) - 11.6 (6.6) 5.5°
Lease ups . oo oo i i — — 2.7y 05
‘ 09 135 . (99 60
Total ..o . $(19) $14.6 $(6.9) $7.7

Earnings from underlying loan investments decreased for 2011 as compared to 2010 primarily due
to the BHMP CO-JV conversion of mezzanine notes to additional equity interests for Satori,
Skye 2905, and The Venue dunng 2010 and The Cameron during April 2011. As a result, these BHMP
CO-JVs did not have any interest income or only minor amounts for 2011. These BHMP CO-JVs had
interest income of approximately $2.6 million for 2010. '

Equity in loss from stabilized/non-comparable mvestments increased for 2011 compared to the
comparable period in 2010 as all remaining properties in lease up as of December 31, 2010 have moved
from lease up to stabilized/non-comparable as of December 31, 2011 and subject to a full year of
depreciation and amortization. While most of our stabilized/non-comparable investments produced an
overall loss, primarily due to non-cash expenses for depreciation and amortization, these investments -
provided cash distributions from operating activity of approximately $11.6 million during 2011.

Equity in loss from equity investments in multifamily communities in lease up decreased for 2011
compared to the comparable period in 2010, primarily due to a decrease in the number of properties
underlying our investments that were in lease up. There were no properties in lease up as of
December 31, 2011. As of December 31, 2010, there were five investments classified as lease ups.

" Income (Loss) from Dzscontmued Operatzons The income (loss) from discontinued operatlons
relates to the Waterford Place BHMP CO-JV’s disposition of the Waterford Place community in May
2011. The Waterford Place community was included in our consolidated results effective April 1, 2011
with our acquisition of a controlling interest in the Waterford Place BHMP CO-JV. Prior to April 1,
2011, the operations of the Waterford Place BHMP CO-JV were included in equity in loss of
investments in unconsolidated real estate joint ventures. The Waterford Place community was sold on
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May 11, 2011. Accordingly, the Waterford Place community operations are classified as discontinued : -
operations only for the period from April 1, 2011 to May 11, 2011. Additionally, as of December 31,
2011, we have classified Mariposa as held for sale and accordingly, have presented Mariposa’s results of
operations in discontinued operations for. 2011 and-2010. There were no other property dlsposmons in
2011 or 2010. :

Net (Income) Loss Attributable to- Noncontrolling Interests. - Out nencontrolling interests activity
relates to our acquisitions of controlling interest in the BHMP CO-JVs and- MW CO-JVs effective
December 1, 2011 and the Waterford Place BHMP CO-JV effective April 1, 2011 and represents the
net income or loss attributable to our Co-Investment Partners who own noncontrolling interests in our :
consolidated communities. In May 2011, one of these consolidated communities, the Waterford Place
community, was sold. The operating results related to the third parties for the sold community are
shown separately as discontinued operations. There were no noncontrolhng interests 1n 2010.

Significant Balance Sheet Fluctuations

The discussion below relates to significant fluctuations in certain line items of our consolidated
balance sheets between December 31, 2012 and 2011.

Total real estate, net increased approximately $192.0 million, principally as a result of our 2012
acquisitions and business combinations and costs incurred in connection with our developments. Our -
2012 acquisitions consisted of Pembroke Woods, a 240 unit multifamily community located in
Pembroke, Massachusetts in April 2012, and The Grand Reserve, a 140 unit multifamily commumty
located in Dallas, Texas in February 2012 through a BHMP CO-JV. The combined purchase price for
these two acquisitions was $74.9 million. Additionally, we completed a business combination effective
July 31, 2012, acquiring a controlling financial interest in Veritas, a 430 unit multifamily community
located in Henderson, Nevada. For the year ended December 31, 2012, we also increased our
investment in developments by $135.9 million. During 2012, we invested in eight new developments and
continued our development progress on our other three developments. These increases were partially
offset by depreciation expense of $83.9 million for the year ended December 31, 2012.:

Cash and cash equivalents decreased $204.9 million, principally as a result of the 2012 acquisitions
and expenditures related to the developments as discussed above, a combined total of $191.4 million.
Also contributing to the decrease were redemptions on our common stock of $15.5 million in 2012.
This decrease was partially offset by the receipt of proceeds of $23.9 million from the sale of Mariposa
in March 2012. Additionally, we.received fmancmg proceeds of $233.8 million less loan payoffs of
$199.5 million during 2012. ’ .

Assets held for sale and ljabilities related to assets held for sale decreased as \ the sale of Mariposa
closed in March 2012. '

Intangibles, net decreased $20.7 million principally due to normal amortization of intangible assets
during the year ended December 31, 2012, This decrease was partially offset by acquired intangibles of
$2.9 million related to the Grand Reserve, Pembroke, and Verltas busmess comblnatlons during the
year ended December 31, 2012.

Mortgage loans payable increased $65.1 million principally due to the Veritas business combmatlon
effective July 31, 2012 which added $37.1 million of variable rate debt. Additionally, we closed two new
loans totaling $33.7 million during 2012. These increases were partially offset by principal payments
made during 2012.

Cash Flow Analysis

Similar to our discussion above related to “Results of Operations,” many of our cash flow results
are affected by our 2012 and 2011 acquisition activity, the consolidation of 23 BHMP CO-JVs and
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MW CO-JVs in December 2011, and the transition of multifamily communities from lease up to
stabilized operations, along with changes in the number of our developments. We anticipate investing
offering proceeds from our Initial Public Offering (which closed on September 2, 2011) in multifamily
investments. We currently expect developments to constitute one of our primary investment focuses.
Due to the longer periods required to-deploy funds during a development'and the. timing of possible
construction financing, we expect the investment period could extend through parts of 2013; however,
once invested we expect a'decline in our acquisitionand development act1v1ty Accordmgly, our sources
and uses of funds may not be comparable in future perlods

For the year emled December 31, 2012 as compared to the year ended December 31, 2011

Cash flows provided by operating activities for the year ended December 31, 2012 were $63.4
million as compared to cash flows provided by operating activities of $31.7 million for the same period
in 2011. The increase in cash provided by operating activities is primarily due to the acquisitions of
consolidated multifamily communities and increased stabilized multifamily community activities noted
above. A substantial portion of our GAAP expenses are due to non-cash charges, primarily related to
depreciation and amortization. Our depreciation and amortization non-cash charges increased by
$66.7 million for 2012 as compared to the same period in 2011. This significant increase in depreciation
and amortization is a result of the consolidation. of the BHMP CO-JVs and MW CO-JVs on
December 1, 2011. We expect that other non-cash charges will continue to be significant determinates
for net cash provided: by operating activities. Distributions received from investments in unconsolidated
real estate joint ventures were $14.6 million for 2011 compared to $0.2 million for the comparable
period of 2012 and declined due to the consolidation of the BHMP CO-JVs and MW CO-JVs. We also
expect that acquisition expenses will be a larger factor in our net cash flows provided by operating
activities to the extent we invest the remammg cash from our Initial Public Offering in consolidated
multifamily communities.

Cash flows used in investing activities for the year ended December 31, 2012 were $221.6 million
compared to cash flow used in investing activities of $9.7 million during the comparable period of 2011.
The increase in cash used in investing activities ' was principally due to our acquisitions of Pembroke
Woods, the Grand Reserve (through a BHMP CO-JV) and land for future development. Additionally,
during 2012, we acquired additional noncontrolling interests in three BHMP CO-JVs for approximately
$17.6 million and issued a net of $17.9 million in notes receivable. These increases in-cash used in’
investing activities were partially offset by the sale of Mariposa in March 2012 which generated net
cash proceeds of $23.9 million. During 2011, the ‘sale of the Waterford Place multifamily community
and the assumption of its mortgage debt by the buyer netted proceeds of $50.6 million. Additionally,
during December 2011, we sold joint venture interests in six of our multifamily communities resulting
in net proceeds of $101.0 million. We had no such sales in 2012, and while we may have sales in the
future, we do not expect future sales to be a regular source of cash flow. We had one new investment
in a mezzanine loan through an unconsolidated real estate joint venture for 2012. As all but one -of our
Co-Investment Ventures are consolidated, we may have fewer investments in unconsolidated real estate
joint ventures in future periods. Providing an additional source of.investing cash flow for 2011 were
BHMP CO-JV and MW CO-JV distributions related to financings for Cyan/PDX, Skye 2905,

55 Hundred, Venue, Satori and The District Universal Boulevard of $14.6 million, which were returns
of investments in unconsolidated real estate joint ventures. As all existing BHMP CO-JVs and MW
CO-JVs were consolidated in December 2011, we had no distributions related to financings for 2012.

Cash flows used in financing activities for the year ended December 31, 2012 were $46.6 million
compared to-cash flows provided by financing activities of $580.9 million for the comparable period of
2011. For 2011, net proceeds from our Initial Public Offering were approximately $539.6 million. There
were no net proceeds from our Initial Public Offering for 2012, as our Initial Public Offering ended in
September 2011. During 2012, we obtained. financing proceeds from-two new loans for $33.7 million.
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We also refinanced four loans, obtaining long-term fixed rate financing, paying principal of $199.5
million and receiving proceeds of $200.1 million. During 2011, we received mortgage financing proceeds
of $269.4 million and repaid $116.5 million in mortgage financing. With. the proceeds of our Initial
Public Offering, we have not utilized our credit facility for any net draws during 2012. As we deploy
these offering proceeds, we may utilize the credit facility as we did during 2011 to bridge and manage
our cash. For 2012, distributions on our common stock increased due to increased common stock
outstanding from our Initial Public Offering as compared to the comparable period of 2011, partially
offset by a decrease in the distribution rate in the second quarter of 2012 from an annual rate of 6% to
3.5% (based on a $10 share price). Additionally, redemptions for 2012 were less than the redemptions
for the same period in 2011. Redemptions paid in 2012 only-related to redemptions paid in the first
quarter of 2012 as the SRP was suspended effective June 18, 2012, and we did not redeem any shares
in the second, third and fourth quarters of 2012. With our board of directors’ decision to modify and
reinstate the SRP effective March 1, 2013, we expect redemptions to increase in future periods. Under
the current terms of the SRP, redemptions are limited to $7 million per quarter.

Fiscal year ended December 31, 2011 as compared to the fiscal year ended December 31, 2010

Cash flows provided by operating activities for the year ended December 31, 2011 were $31.7
million as compared to cash flows provided by operating activities of $2.6 million for the same period
in 2010. The increase in cash provided by operating activities is primarily due to the acquisitions,
primarily consolidated acquisitions, and increased stabilized multifamily community activities noted
above, including increased distributions from investments in unconsolidated real estate joint ventures.
Distributions received from investments in unconsolidated real estate joint ventures in 2011 were -
$14.6 million, compared to $7.7 million in 2010. A substantial portion of our GAAP expenses are due
to non-cash charges, primarily related to depreciation and amortization. Our depreciation and
amortization non-cash charges increased by $19.6 million in 2011 as compared to the same period in
2010.

Cash flows used in investing activities for the year ended December 31, 2011 were $9.7 million
compared to $461.2 million during the comparable period of 2010. The decline was due to sales of
multifamily investments in 2011 and to fewer 2011 acquisitions with cash consideration as compared to.
2010 as noted above. Providing a source of cash was the sale-of the Waterford Place multifamily
community and the assumption of its mortgage debt by the buyer, netting proceeds of $50.6 million.
Additionally, during December 2011, we sold joint venture interests in six of our multifamily
communities resulting in net proceeds of $101.0 million. There were no sales in the same period. in
2010. The decline was also due to the acquisitions and other investments of $187.3 million of:
investments in unconsolidated real estate joint ventures in 2010 compared to only one acquisition and -
other investments of $32.1 million of investments in unconsolidated real estate joint ventures in 2011.
During 2011, we began investing in mezzanine and land loans related to multifamily developments. For
the year ended December 31, 2011, we advanced $22.4 million under such loans. Also providing a
source of investing cash flow for the year ended December 31, 2011 were BHMP CO-JV and MW
CO-JV distributions related to financings for Cyan/PDX, Skye 2905, 55 Hundred, Venue, Satori and.
The District Universal Boulevard of $14.6 million as compared to $7.7 million, and for the year ended
December 31, 2010 from BHMP CO-JVs related to financings for the Calypso Apartments and Lofts
and 4550 Cherry Creek which were returns of investments in unconsolidated: real estate joint ventures.

Cash flows provided by financing activities for the years ended December 31, 2011 and 2010 were
$580.9 million and $433.7 million, respectively. For the year ended December 31, 2011, net proceeds
from our Initial Public Offering were approximately $539.6 million, compared to $397.4 million for the -
comparable period in 2010. For the year ended December 31, 2011, distributions on our common stock
increased due to increased common stock outstanding from our Initial Public Offering as compared to
the comparable period of 2010. In 2011, we received mortgage financing proceeds of $269.4 million and
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$15.8 million in mortgage financing proceeds during the same period of 2010. During 2011, the net
activity on our credit facility resulted in a net pay down of $54.0 million, compared to a net advance of
$64.0 million during 2010. During 2011, where we hasel increased proceeds from our Initial Pubhc ‘
Offering, we reduced our credit facﬂlty outstanding balances. :

quuldlty and Capital Resources

With the completion of our Initial Public Offering, the Company has cash and cash equivalents of
$450.6 million as of December 31, 2012. We intend to deploy these funds for additional investments in
multifamily communities, primarily development investnients, to refinance existing mortgage and
construction financings which may benefit from the lower interest environment and, to the extent
necessary, for distributions to our common stockholders. We anticipate supplementing our investable
cash with real estate financing, our credit facility, and possibly other equity and debt offerings. Our
investments may include wholly owned and joint venture equity interests in operating or development -
multifamily communities and loans secured directly or indirectly by multifamily communities. We may -
invest in individual acquisitions and portfolios with other multifamily companies. Once we have
deployed these proceeds, we would expect a significant reduction in the use of funds for acquisitions,
developments, other real estate and real estate-related investments.

Generally, cash needs for items other than our investments, including any related acquisition and
financing costs, include -our operating expenses, general administrative expenses, asset management
fees, and, with the reinstatement of our share redemption program effective March 1;-2013,
redemptions of our common stock. We expect to meet these requirements from our share of the
operations of our existing investments and anticipated new investments.. However, as we currently
intend to focus on development investments, which require a time period to develop, permit, construct
and lease up, there will be a delay before development investrnents are providing positive cash flows.
Based on our current distribution levels, our current operating cash flow is insufficient to meet our
total distributions and redemptions, and we will be dependent on our current cash balances and on the
returns from these anticipated investments to increase our operating cash flow. There is no assurance
that we will be able to achieve these required returns. During these periods to invest and produce
stabilized cash flows, we may use portions of the remaining proceeds from our Initial Public Offering to
fund redemptions and the distributions paid to our common stockholders, which could reduce the
amount available for new investments. During this period, we may also decide to temporarily invest any
uninvested proceeds in investments at lower returns than our targeted investments in multifamily and
real estate-related investments. These lower returns may affect our ability to make distributions or the
amount actually disbursed. We may also refinance or dispose of our investments and use the proceeds
to reinvest in new investments, re-lever debt, or use for other obligations, including dxsmbutlons on our
common stock.

We expect to utilize our cash flow from operating activities and our credit facility predominantly
for the uses described above. Accordingly, we expect our cash and cash equivalent balances to decrease
as we execute our strategy

Short-Term Liquidity

Currently, our primary indicators of short-term liquidity are our cash and cash equivalents and our
credit facility. As of December 31, 2012, our cash and cash equivalents balance was $450.6 million,
compared to $655.5 million as of December 31, 2011. The decrease is primarily due to the acquisitions
and development expenditures made during the year ended December 31, 2012 of $191.4 million. For
the year ended December 31, 2011, we received gross proceeds from our Initial Public Offering and
our DRIP of approximately $638.0 million and cash proceeds from our sale of partial interests to the
MW Co-Investment Partner of $100.6 million.
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Our consolidated cash and cash equivalent balance of $450.6 million as of December 31, 2012
includes approximately $19.0 million held by individual Co-Investment Ventures. These funds are held
for the benefit of the individual Co-Investment Ventures, including amounts available for distributions
to us and other owners. \ -

Our cash and cash equivalents are invested in bank demand deposits and money market accounts
and a high grade money market fund. Our short-term investments have a weighted average remaining
maturity of four months and at maturity are expected to be converted into cash and cash equivalents or
rolled into similar temporary, short-term deposits. We manage these credit exposures by diversifying -
our investments over several financial institutions. However, because of the degree of our short-term
balances, a substantial portion of our holdings are in excess of U.S. federal insured limits. Further,
beginning in 2013, eertain non-interest bearing deposits, which were fully federally insured, are now
subject to the same $250,000 insurance limit as other deposits further increasing the amount of our
deposits that are in excess of U.S. federal insured limits and requiring us to rely more on the credit
worthiness of our deposit holders and our diversification strategy.

With the termination of our Initial Public Offering on September 2, 2011, we are now more
dependent on our cash flow from operating activities and the other sources noted above. Cash flow
from operating activities was $63.4 million for the year ended December 31, 2012 compared to
$31.7 million for the comparable period in 2011. The increase in cash flow from operating activities is
principally due to the conversion from equity accounting for most of our Co-Investment Ventures to
consolidated accounting. We now show our cash flow from operating activities gross, where equity
accounting generally only includes distributions from investees as distributed. Included in-our
distributions to noncontrolling interests are discretionary distributions related to ordinary operations
(ie., excludes distributions related to capital activity, primarily debt financings). Distributions related to
operating activities were $20.4 million and $1.7 million for the years ended December 31, 2012 and
2011, respectively.

With our positive cash flow from operating activities, we are able to fund operating costs of our
multifamily communities, interest expense, general and administrative costs and asset management fees.
Our residents generally pay rents monthly which generally coincides with the payment cycle for our
operating interest and general and administrative expenses. Real estate taxes and insurance costs, the
most significant exception to our 30 day payment cycle, are either paid from lender escrows, which are
funded by us monthly, or from elective internal cash reserves. Further, we expect our share of
operating cash flows to benefit from our recent acqu1s1t10ns Accordingly, we do not expect to have to
rely on other funding sources to meet our recurring operating, financing and administrative expenses.

Because we evaluate the performance and returns of our investments loaded for all acquisition
costs, including acquisition fees paid to our Advisor, we have and expect to primarily fund acquisition
expenses from the remaining proceeds of our Initial Public Offering and property related debt
financing. Howcver acquisition costs are a use of operating cash, and in accordance with GAAP,
acquisition expenses are a deduction to cash flow from operating activities. Accordingly, as our
acquisition activity continues, we expect our GAAP reported cash flow from operating activities to be
affected by the magnitude of our acquisitions.

116



Our board of directors has-modified and reinstated our share redemption program effective
March 1, 2013, pursuant to which we expect to fund our first redemptions near the beginning of the .
third quarter of 2013. (See Item 2, “Unregistered Sales of Equity Securities and Use of Proceeds” for a
description of our share redemption program.) We expect to fund redemptions from our cash balances;
cash flow from operating activities, and the other sources noted in our discussion of short-term and
long-term liquidity. We are currently uncertain as to the amount of redemptions that will be requested
and consequently, the liquidity required. However, the share redemption program does currently
provide a limit of $7 million of redemptions per quarter. This limit, which may be changed by the -
board of directors, provides a current upper limit on the liquidity requirements. The liquidity required
to meet the share redemptions could affect amounts available for investment, or 1f borrowmgs are used
to fund the redemptlons the amount and term of our debt financing.

During our Initial Public Offering, we experienced significant increases in the absolute amount of
our regulat distributioris ‘on our common stock. With the completion of our Initial Public Offering on
September 2, 2011, we expect our total common stock: outstanding to be more stabilized and thus our
distributions to also be more stable. Further, our board of directors set our second quarter 2012
distribution rate to an annual rate of 3.5% and have since approved this rate for the 2012 third and
fourth quarters and the 2013 first quarter, based on a purchase price of $10.00 per share, a reduction
from the previous annual rate of 6%. This reduction, if continued going forward, would reduce our
distributions payable and preserve cash for other uses, including investments in multifamily
communities. We expect to fund distributions from multiple sources including (1) cash flow from our
current investments and investments anticipated from the remaining proceeds of our Initial Public
Offering, (2) the remaining proceeds of our Initial Public Offering, (3) financings and (4) dispositions.
In addition, to the extent that stockholders elect to reinvest their regular distributions under our DRIP,
less cash is needed to fund distributions. During 2012 and 2011, the percentage of our regular
distributions that has been remvested has averaged approx1mately 55%.

As further described- above in “Cash Flow Analysis”, the. SRP was suspended effective June 18,
2012, and we did not redeem any shares in the second, third and fourth quarters of 2012. Prior to the
suspension, we fulfllled all redemption requests properly submitted and approved through the first
quarter of 2012, paying out $15.5 million and $17.8 million in redemptions during 2012 (through the
suspension date) and the year ended December 31, 2011, respectlvely ’

We also have a $150.0 million credit facility which-we intend to use to prov1de greater flexibility in
our cash management and to provide funding on an interim basis for our other short-term needs. The
credit facility matures on April 1, 2017, when all unpaid principal and. interest is due, and provides for
fees based on unutilized amounts and minimum usage. The loan requires minimum borrowing of
$10.0 million and monthly interest-only payments and monthly or annual payment of fees. Draws under
the credit facility are secured by a pool of certain wholly owned multifamily communities, and we may
add and remove multifamily communities from the collateral pool, pursuant to the requirements under
the credit facility agreement. The aggregate borrowings under the credit facility are limited to 70% of
the value of the collateral pool, which may be different than the carrying value for financial statement
reporting. We may elect to add multifamily. commumtles to:the collateral pool in order to increase
amounts available for borrowing. : S

The credit fac111ty agreement contains customary provisions with respect to events of default,
covenants and borrowing conditions. In particular, the credit facility agreement requires us to maintain
a consolidated net worth of at Teast '$150.0 million, liquidity of at least $15.0 million and net operating
income of the collateral pool t6 be no less than 155% of the facility debt service cost. Certain
prepayments may be required upon a breach of covenants or ‘borrowing cond1t1ons We believe we are
in compliance with all pr0V151ons as of December 31, 2012.
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If circumstances provide us with incentives to acquire investments in all-cash transactions, we may
draw on the credit facility for the funding. We may also use the credit facility for interim construction -
financing, which could then be repaid from permanent financing at stabilization of each development.
When we have excess cash, we have the option to pay down the facility, which we have done beginning
in the second half of 2011. As required by most credit facility lenders, our credit facility provides for a
minimum balance, which for our facility is $10.0 million. The total borrowings we are eligible to draw
depend upon the value of the collateral we have pledged. As of December 31, 2012, we may
additionally draw approximately $127.2 million. Future borrowings under the credit facility are subject
to periodic revaluations, either increasing or decreasmg available borrowings. ‘

The carrying amount of the credit facility and the average interest rate for dlfferent periods is
summarized as follows (amounts in millions):

As of Deéember 31, . For the Year Ended
2012 December 31, 2012
Maximum
Balance Interest.  Average Balance Average - Balance
‘ Outstanding Rate . Outstanding Rate “) Outstanding
BOIroWings . . . . vovvv i - $10.0 23% - $100 23% . $10.0

(a) The average rate is based on month-end rates for the period.

Long-Term Liquidity, Acquisitions, Dispositions'and Property Financing

Our primary funding source for investments is the remaining proceeds we received from our Initial
Public Offering, joint venture arrangements, debt financings and dispositions. Our Initial Public
Offering terminated on September 2, 2011, with gross and net proceeds from our Initial Public Offering
of $1.46 billion and $1.30 billion, respectively. Now that our Initial Public Offermg is closed, we are
dependent on the short-term and long-term liquidity sources discussed in this section.

As discussed above, we have $450.6 million of cash and cash equivalents as December 31, 2012
and we expect to use a substantial portion of these funds for additional investments in multifamily
communities, primarily developments, and to a lesser extent multifamily operating and debt
investments. The actual amount invested will depend on the extent we are able to supplement these
funds with other long-term sources as discussed below or the extent to which we utilize funds for
distributions and redemptions related to our common stock or other uses. If our primary investments
are developments, the time period to invest the funds and achieve a stabilized return could be longer.
Accordingly, our cash requirements during thls period may reduce the amounts otherwise available for
investment.

We may make equity or debt investments in 1nd1v1dua1 multifamily communities, portfolios or
mergers with other real estate companies. The advantage of portfolio or merger acquisitions is that
larger amounts of capital can be deployed more quickly.

We may also increase the number and diversity of ‘our investments by entering into Co-Investment
Ventures, as we have done with partners such as the BHMP Co-Investment Partner, the MW
Co-Investment Partner or other Co-Investment Venture partners. As of December 31, 2012,
approximately $1.9 million of PGGM’s $300 million commitment remains unfunded; however, in the
event that certain investments are refinanced or new property debt is placed within two years from the
date of the acquisition, the amount of unfunded commitment could potentially be increased by
approximately $17.5 million. PGGM is an investment vehicle for Dutch pension funds. According to the
sponsor of PGGM’s website, PGGM’s sponsor currently manages approximately 128 billion euro
(approximately $169 billion, based on exchange rates as of December 31, 2012) in pension assets for
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over 2.5 million people as of October 2012. Accordingly, we believe PGGM has adequate financial
resources to meet its funding commitments and its BHMP CO-JV obligations.-

As of December 31, 2012, if the remaining BHMP Co-Investment Partner’s funding commitment is
drawn‘on, our c‘orresponding share of the BHMP CO-JVs would be apptoximately $2.3 million. We
anticipate using the remaining proceeds of our Initial Pubhc Offering and other sources descrlbed in
this section to fund any amounts required. -

As of December 31, 2012, we have eight other Co- Investment Ventures. These other B
Co-Investment Ventures were established for the development of multifamily communities, where the
other Co-Investment Venture partners are providing development services for a fee and a back-end
interest in the development but are not expected to be a significant source of capital. As of
December 31, 2012; other than the developments-described below we do not have any firm
commitments to fund any other Co-Investment Ventures. o : :

We make debt investments in multifamily developments for the interest earnings and/or to have
options to participate in the equity returns of the development. As of December 31, 2012, we have
three wholly owned debt investments and one unconsolidated debt investment through a BHMP
CO-JV. There is $1.2 million remaining to be funded on the wholly owned debt investments and
$8.5 million remaining to be funded on the unconsolidated debt investment, of which our share is
$4.7 million. We believe each of the borrowers is in compliance with our debt agreements.

For each equity investment, we will also evaluate the use of new or existing debt, including our
$150.0 million credit facility. Accordingly, depending on how the investment is structured, we may
utilize financing at our company level (primarily related to our wholly owned investments), at the
Co-Investment Veriture level or at the Property Entity level, where both have third party partners. For
wholly owned acquisitions, we may acqulre communities with all cash and then once a sufficient
portfolio of unsecured communities is in place, obtain unsecured financing. We may also use our credit
facility to fully or partially fund development costs, wh1ch we may then later finance with construction
or permanent financing.

Company level debt is defined as debt that is an obligation of the Company If property debt is '
used, we expect it to be secured by the property (either 1nd1v1dually or pooled for the credit facility),
including rents and leases. Co-Investment Venture level debt is defined as debt that is an obligation of
the Co-Investment Venture and not an obligation or contingency for us but does allow us to increase
our access to capital. Lenders for these Co-Investment Venture mortgage loans payable have no
recourse to us other than carve-out guarantees for certain matters such as environmental conditions,
misuse of funds and material misrepresentations. As of December 31, 12012, all of our debt, other than
borrowings under our credit facility, is individually secured property debt.

As of December 31, 2012, we and our BHMP Co-Investment Partner have five equity investments
in Property Entities that include other unaffiliated third party owners. These unaffiliated third parties
have contributed $9.5 million to Property Entities as of December 31, 2012. These Property Entities
also have property debt and/or other joint venture obligations. As of December 31, 2012, these
unaffiliated third parties are in compliance with these obligations. In the event that these parties are
unable to meet their share of the joint venture’s obligations in the future, there could be adverse
consequences to the operations of the respective multifamily community, and we and our BHMP
Co-Investment Venture Partner may have to fund any def1c1ency Our share of such deficiency could be
significant, but we believe would be funded from the sources described in this section.

As a part of the BHMP CO-JV and MW CO-JV governing agreements, the BHMP CO-JVs and
MW CO-JVs shall not have individual or aggregate permanent financing leverage greater than 65% of
the Co-Investment Venture’s property fair values unless the Co-Investment Partner approves a greater
leverage rate. Based on current market conditions and our investment and borrowing policies, we
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would expect our share of property debt financing to be approximately-50% to.60% following the
investment of the proceeds raised from the Initial Public Offering and upon stabilization of our
portfolio.

In relation to historical averages, favorable long-term fixed rate flnancmg terms are: currently .
available for high quality multifamily communities. As of December 31, 2012, the weighted average
interest rate on our company level and Co-Investment Venture level communities fixed interest rate
financings was 3.86% and 3.87%, respectively. During 2012, we and Co-Investment Ventures closed new
fmancmgs of $33.7 million at a weighted average ) interest rate of 3. 1%. As of December 31, 2012, the
remaining matunty term on our company level and Co- Tnivestment Venture level f1xed lnterest rate
financings was six and five years, respectlvely

As of December 31, 2012, the total carrymg amount of all of our debt and our approx1mate pro
rata share is summarized as follows (amounts in millions; LIBOR at December, 31, 2012 was 0.21%):

Total - ‘ T A ¢ ) - Our
Carrying == = Weighted. Average . Maturity. Approximate
Amount ' Interest Rate ' Dates Share(”)
Company Level . 4 4 . ‘ o )
Permanent mortgages—fixed interest rates . . . . . C$303 3.86% ' 2018 $ 303
Permanent mortgages—variable 1nterest rates... 240 Monthly LIBOR +245% ~ 2014® © 240
Credit facility . . .............. 0 ..... ©10.0 Monthly LIBOR + 2.08% - 2017 - 10.0
Total Company Level . . . . .............. 64.3 Co T . 643
Co-Investment %ntare Level—Consolidateri: y . . o S
Permanent mortgages—fixed interest rates . . . . . 9022 . 387% 2013 to 20200© 503.7
Permanent mortgages—variable interest rate ...  12.5° ~Monthy LIBOR + 2.35% 2017®) 6.9
» B D U P , o 5106
Plus: Unamortized premium adjustments from ..
business combinations . . ... ............ 10.6
Total Co-Investment Venture Level—
Consolidated . . .. ...... ....... .. 9253
Total All Levels . . .. ... ... e i $989.6 - ; : R < $574.9

(a) Our approximate share for Co- Investment Ventures and Property Entities is calculated based on our share of
contributed capital, as applicable. These amounts are the contractual amounts and exclude unamortlzed
adjustments from business combinations. : :

(b) Includes loan(s) with one or two-year extension Opti‘ons}'fora fee of generally 0.25% of outstanding principal.

(c) A $23.0 million loan with a fixed interest rate of 6.46% and matunng in March 2013, was repaid in January 2013.
Additionally, a $25.0 million loan with a fixed interest rate of 4.63% and'maturing in May 2013; was refinanced in
February 2013 and replaced with a $29 0 ‘million loan w1th a flxed mterest rate of 3.17% and a maturity of
February 2019. ‘

Certain of these debts contain covenants requiring"the maintenance of certain oper'ating (
performance levels. As of December 31, 2012, we believe the respective borrowers were in compliance
with these covenants. The above table does not 1nclude debt of Property Entities in whrch a
Co-Investment Venture has not made an equlty 1nvestment ‘
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Contractual. prmcrpal payments for each of the five subsequent years and thereafter are as follows
(in mllhons) S : »

Consolidated

: o : Company ~ Co-Investment
Years . : L ) S : BRE Level Venture Level . Our Share
2013 L e i S J— $515  $275
2014 ... e T, Lo ool %240 $ 56 - $ 32
2015 . i AT $ 02 $ 84.0 $ 464
2016 ... ... ..... e e e e e $ 06 ‘$168.1 $ 92.7
2017 .. i ot . 8106 $2352 $127.5
Thereafter ............. e il 8289 $3703  $2133

' We would expect to reflnance these borrowrngs at or pI‘lOI‘ to their respective maturity dates. There
is no assurance that at those times market terms would allow financings at comparable interest rates or
leverage levels. In addition, we would anticipate that for some of these communities, lower leverage
levels may be necessary or beneficial and may require additional equity or capital contributions from us
or the Co-Investment Venture partners. We expect to use proceeds from our Initial Public Offering or
other sources discussed in this section to fund any such additional capital contributions.

GSEs have been an important financing source for multifamily communities. The U.S. Government
continues to discuss potentlal restructurings of the GSEs including possible pnvatlzatlons As a possible
first step to these actions, in August 2012, the U.S. Government imposed minimum distribution
requirements for the GSEs, generally equal to their reported. net income. This will have the effect of
limiting the growth of GSE operations by restricting the reinvestment of their retained earnings. With
the newly elected U.S. Congress and re-elected President, additional restrictions may also be imposed
in the future. Accordingly, we have and will continue to maintain other lending relationships. As of
December 31, 2012, approximately 69% of all permanent financings currently outstanding by us, the
Co-Investment Ventures and Property Entities were originated by GSEs. Recently, other loan providers,
primarily insurance companies and‘to a lesser extent banks, have been a significant source for
multifamily community financing, and we expect this trend to continue. Accordingly, if the GSEs are
restructured, we believe there are or will be sufficient other lending sources to provide financing to the
multifamily’ sector however in such an event, ‘the cost of financing could increase.

Additional sources of long -term liquidity may be increased leverage on our ex1$t1ng investments. As
of December 31, 2012, the leverage on our portfolio, as measured by GAAP cost, was approximately
45%. Through refinancings, we may be able to generate additional liquidity by increasing this leverage
to our target leverage of 50-60%. In addition, as of December 31, 2012, a wholly owned multifamily
community and two of our Co-Investment Ventures have multifamily communities with combined total
carrying values of approximately $114.4 million that are not encumbered by any secured debt.

‘We may use our credit facility to provide bridge or long-term financing for our wholly owned
communities. Where the credit facility is used as bridge financing, we would use proceeds on a
temporary basis until we could secure permanent financing. The proceeds of such permanent financing
would then be available to repay borrowings under the credit facrhty However, the credrt facility may
be used on a longer term basis, similar to permanent financing. '

Other potential future sources of capital may include proceeds from arrangements w1th other joint
venture partners, proceeds from the sale of our investments, if and when they are sold, and
undistributed cash flow from operating activities. We may also sell our debt or equity securities. We
anticipate that within four to six years after the termination of our Initial Public Offering we will begin
the process of either listing our common stock on a national securities exchange or liquidating our
assets, depending on the then current market conditions.
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Dispositions may also be a source of capital which may be recycled into investments in multifamily
communities with higher long-term growth potential or into other investments with more favorable
earnings prospects. We may also use sales proceeds for other uses, including distributions on our
common stock. Any such dispositions will be on a selective basis as opportunities present themselves,
where we believe current investments have achieved attractive pricing and alternative multifamily
investments may provide for higher total returns. Other selection factors may include the age of the-
community, where we would look to dispose of properties before major improvements are required,
increasing risk of competition, changing sub-market fundamentals, and compliance with applicable
federal REIT tax requirements. For all BHMP CO-JVs and MW CO-JVs, we need approval from the
other partner to dispose of an investment. We completed our first dispositions during 2011, generating
cash proceeds of $128.3 million, gains on sale of $5.7 million and increases to additional paid-in capital
of $39.6 million. In March 2012, we completed the disposition of Marlposa generating cash proceeds of
$23.9 million and gain on sale of $13.3 million.

In March 2012, our board of directors declared a $0.06 per share special cash distribution related
to the sale of the Mar1posa (See “Distribution Activity” section below.) There is no assurance the ’
board will declare any special distributions in the future.

Our development investment: activity includes both equity and loan investments (including one
unconsolidated loan investment through a BHMP CO-JV). Equity investments are structured on our
own account or with Co-Investment Partners. Loan investments include mezzanine loans and land
loans. One of the land loans includes options to convert into equity at our option.

The following tables, which may be subject to - finalization of budgets, permits and plans,
summarize our equity and loan multifamily development investments as of December 31, 2012
(amounts in millions): :

Total Costs o
Incurred as Our Share

of Total of Total Estimated

) December 31, Estimated Estimated  Completion Effective
Community Location Type Units 2012 “Costs Costs Date Ownership®
Egquity investments : ‘ '
Allegro Phase IT . . . . . Addison, TX Wholly Owned 121 $ 94 $ 164 $ 164  2nd Quarter 2013 100%
The Franklin Delray . . . Delray Beach, FL. Wholly Owned 180 . 207 33.1 33.1  3rd Quarter 2013 100%
4110 Fairmount® . . . . . Dallas, TX Co-Investment Venture 299 14.1 47.8 47.8  3rd Quarter 2014 100%
Arpeggio Victory Park® . Dallas, TX Co-Investment Venture 377 22.4 620 62.0  3rd Quarter 2014 100%
21 Lawrence . ...... Denver, CO . Co-Investment Venture 212 8.1 50.8 50.8  4th Quarter 2014 80%
Allusion West '

University® . .. ... Houston, TX Co-Investment Venture 231 * 15.4 438 43.8 ' 4th Quarter 2014 100%
Seven Rio® . . . ... .. Austin, TX Co-Investment Venture 221 8.1 60.7 60.7  4th Quarter 2014 90%
Audubon . ........ Wakefield, MA  Co-Investment Venture 186 7.3 51.8 51.8  1st Quarter 2015 80%
The Muse Museum

District® . . . .. ... Houston, TX Co-Investment Venture 270 ' - 13.1 512 . 512  2nd Quarter 2015 80%
Water Street . . .. ... Cambridge, MA  Co-Investment Venture 392 24.3 191.1 191.1  3rd Quarter 2015 80%
Renaissance Phase II . . Concord, CA BHMP CO-JV 180 8.7 : 50.7 279  4th Quarter 2015 55%
Total equity investments . 2,669 $151.6 $659.4 $636.6

(a) Our effective ownership represents our share of contributed capital and may change over time as
certain milestones related to budgets, plans and completion are achieved.

(b) If the development achieves certain milestones primarily related to approved budgets less than
defined maximum amounts, we will reimburse the Co-Investment Venture partner for their equity
ownership, and we will be respons1ble for all of the development costs. The Co-Investment Venture
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partner would then be entitled to back -end interests based on the development achlevmg certain
total returns.

Amounts
Advanced at  Fixed

Total December 31, Interest Maturity Effective
Community Location Type Units Commitment 2012 Rate Date Ownership®
Consolidated loans: L »
The Domain. . . ...... Houston, TX Mezzanine loan 320 $10.5 $ 9.8 14.0% April 2014® 100%
Jefferson at One Scottsdale Scottsdale, AZ  Mezzanine loan 388 227 215 14.5% December 2015® 100%
Pacifica. . .. ........ Costa Mesa, CA - Land loan 113 49 49 10.0% April 2013 100%

821 38.1 36.2 :

Unconsolidated loan:
TDI 121 Custer . . . . . .. Allen, TX Mezzanine loan 444 14.1 ‘56 145%  August 2015® 55%
Total loans . . . . ...... 1,265 $522 $41.8 '

(a) Effective ownershlp represents our current ownership percent in the mezzanine or land loan.

(b) The maturity date may be extended for one year at the option of the borrower after meeting
certain conditions, generally with the payment of an extension fee of 0.50% of the applicable loan
balance.

We have commenced development activities for all of the developments in which we currently have
an equity interest. As of December 31, 2012, we have entered into construction and development
contracts with $135.3 million remaining to be paid. These construction costs are expected to be paid
during the completion of the development and construction period, generally within 24 months. These
construction contracts provide for guaranteed maximum pricing from the general contractor or cost
overrun guarantees from the developer partners for a portion but not all of the construction and
development costs, which will serve to provide some protection to us for pricing increases or cost
overruns. We expect to enter into additional construction contracts on similar terms during 2013.

Subsequent to December 31, 2012, we made additional investments not included in the table
above. In January 2013, we acquired land, plans and other predevelopment assets for a development in
McLean, Virginia through a joint venture with a third party developer. Our share of the cash purchase
price was $28.8 million. The development is a planned 461 unit multifamily community with a total
estimated cost of approximately $212 million. We expect to enter into construction contracts during
2013. We intend to utilize existing cash balances, our credit facility, and/or a construction loan to
finance our share of the development costs. Additionally, we made a $12.3 million mezzanine loan to a
third party developer to fund the construction of a 321 unit multifamily community in Kendall, Florida.
At the closing of the loan in January 2013, we funded approximately $9.2 million. The loan bears
interest at 15% and matures in January 2016.

Based on current market information, we believe construction financing is available for each of
these current developments; however, with our liquidity position, we may elect to wait until the
communities are stabilized to obtain financing, particularly for smaller developments. We are currently
in discussions with lenders on obtaining construction financing. In February 2013, we obtained a ’
$21.9 million, 30-day LIBOR plus 225 basis points, three year term construction loan related to the
Allusion West University development. We believe other construction financings would be obtained at
50-60% of cost and at floating rates in the range of 200 basis points to 275 basis points over 30-day
LIBOR. As of December 31, 2012, 30-day LIBOR was 0.21%. If long-term financing is attractive, we
may also obtain construction to permanent financing, which is a loan arrangement which includes
permanent, fixed rate financing that is placed during the development. We would expect that in
addition to a full security interest in the development property, these construction loans would require
that we provide recourse guarantees to the lender regarding the completion of the project within a
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specified time and cost and a repayment of all or a portion of the construction financing. There is no
assurance that any of these terms would still be available at the time of any financing.

Due to their recent construction, recurring property capital expenditures for our multifamily
communities are not expected to besignificant in the near term. For recent stabilized acquisitions, we
substantially funded our share of any deferred maintenance at the time of the acquisition. As of
December 31, 2012, the remaining amounts of deferred maintenance for these recent acquisitions are
not significant. For the remainder of our multifamily communities, we would expect recurring capital
expenditures to be funded from the Co-Investment Ventures or our cash flow from operating activities.
For non-recurring capital expenditures, we would look to the capital sources noted above. We currently
expect our annual recurring and non-recurring non-development capital expenditures, based on our
current stabilized multifamily communities, to be in the range of $6.0 million to $15.0 million for the
next three to five years.

Distribution Activity
Regular Distributions

The distributions funded with cash for the years ended December 31, 2012 and 2011 - were
approximately $32.3 million and $35.6 million, respectively. Distributions funded through the issuance
of shares under our DRIP for the years ended December 31, 2012 and 2011 were approximately
$39.7 million and $44.1 million, respectively. For the years ended December 31, 2012 and 2011, cash
flows from operating activities net of distributions paid to noncontrolling interests for operations were
approximately $42.9 million and $29.9 million, respectively. For the year ended December 31, 2011,
distributions to stockholders funded with cash exceeded cash flow from operating activities by
$5.7 million. During 2011, our cash distributions in excess of our cash flow from operations were
funded from our available cash. The primary sources of our available cash were the remaining proceeds
from our Initial Public Offering and dispositions. We terminated our Initial Public Offering in ~
September 2011 raising net proceeds in 2011 of $539.6 million. In May 2011, we sold our investment in
the Waterford BHMP CO-JV, realizing cash proceeds of $27.6 million and a GAAP gain of
$18.1 million. In December 2011, we sold partial interests in multifamily communities to the MW
Co-Investment Partner, realizing cash proceeds of $101.0 million, a GAAP gain of $5.7 million and an
increase in additional paid-in capital of $39.6 million. For more-information about our distributions,
our distribution policy, and the reduction in our distribution rate beginning in April 2012 see Item 5,
“Market for Registrant’s Common Equity, Related Stockholder Matters, and Issuer Purchases of Equity
Securities—Distributions” of this Annual Report on Form 10-K. .

Special Cash Distribution

As discussed further above under “Special Cash Distribution and Effects of Special Distribution,”
in March 2012, our board of directors authorized a special cash distribution related to the sale of
Mariposa in the amount of $0.06 per share of common stock payable to stockholders of record on
July 6, 2012. The total special cash distribution of approximately $10.0 million was paid on July 11,
2012. The sale of Mariposa resulted in net proceeds of $23.9 million and a GAAP gain, including the
effects of GAAP depreciation and amortization, of $13.3 million.
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Off-Balance Sheet Arrangements

' Our prlmary off- balance sheet arrangements relate fo mvestments in unconsohdated real estate
joint ventures by us or through consolidated Co- Investment Ventures. As of December 31, 2012, we
had one investment of $3.0 million in an unconsolidated ]omt venture, TDI 121 Custer, which was
made through the Custer BHMP CO-JV. In August 2012, the Custer BHMP CO-JV made a
commitment to fund up to $14.1 million under a mezzanine loan to the Custer Property Entity, a
development with- an unaffiliated third party developer, to develop'a 444 unit multifamily- commumty in
Allen, Texas, a suburb of Dallas. The mezzanine loan has ‘an interest rate of 14.5% and matures in
2015, subject to extension options by the borrower. As of December 31, 2012, approximately
$5.6 million of the total commitment has been advanced under the mezzanine loan (of which our share
was $3.0 million). The Custer BHMP CO-JV does not have an equity investment in the development.
This BHMP CO-JV is a separate legal entity formed for the sole ‘purpose of holdmg its respective joint
venture 1nvestment with no other significant operat10ns Our effective ownershlp in the Custer BHMP
CO-JV is 55%. Distributions are made pro rata in accordance w1th ownersh1p interests. The Custer
BHMP CO-JV has no debt, and its sole operating asset is the mezzanine loan We expect to fund our
share of the mezzanine loan commitment from our-cash. S

We have no ) other off- balance sheet arrangements that are reasonably hkely to have a current or
future material effect on our financial condition, changes in financial condition, revenues Or exXpenses,
results of operations, liquidity, caprtal expendrtures or caprtal resources

Contractual Obhgatrons

We have contractual obligations related to our mortgage loan payables credit fac1hty,
developments and capltal expenditures and maintenance of our multifamily communities. The following
table summarrzes our prrmary contractual obhgatlons as of December 31, 2012 (amounts in millions):

Total 2013 ‘. 2014 2015 “ 2016 - 2(_)}‘{ Thereat'ter
Mortgage loans . L _ .
Principal payments ................ $ 969.0 §$ 515 $29.6 § 842 $1687 $235 8 $399.2
Interest expense .. ... .. e AR 1630 350 337 309 277 195 _ 162
Co . : 1,132:0- + 86.5.:63.3 . 1151 1964 2553..: 4154
Credit Facility® R SRR
Principal payments .............. Lo — = — T — 100 —
Interest expense and fees. ........... 14 270 27 27 27 06 = —
. . 214 27 27 27 27 10.6 -
Obligations related to developments® - . 1353 13537 — O — = — —
Commitment to fund draws under A ’ o ' N :
mezzanine note receivable® . ... .. .. 12 12 = == = —
Capital expenditures related to R T : ‘
multifamily communities. .. ... ... .. S 02 0.2 — = —_ ==

Total contraCtufal obligations. R $1,290.1 $225.9’ ; $66;0 $117.8 - $199.1 -"$265.9 $415.4

(a) The prmcrpal amounts provided for our credrt fac111ty are based on amounts outstandrng asof .
December 31, 2012, which are currently not due until final ‘maturity of the credit facility. We may
from time to time increase the borrowings under the credit facrhty and accordmgly, the contractual
prmcrpal obligations may increase in future periods. The interest expense and fees for the credit

" facility are based on the minimum interest and fees due as of December 31, 2012, under the credit
facility. Amounts are included through the current stated maturity date of April 2017.
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(b) As of December 31, 2012, we have entered into construction and development contracts with
$135.3 million remaining to be paid. T1m1ng of payment is dependent upon the development
schedule and other factors outside of our control. For presentation purposes, we have included the
full $135.3 million in 2013; however, some expenditures ‘may not occur until 2014. We anticipate
entering into additional construction and development contracts as developments are finalized and
permitted.

(c) We have made a $22.7 million meizanine loan to a third party developer, and as of December 31,
2012, $21.5 million is outstanding, with $1.2 million remaining to be funded.

All of our BHMP CO-JVs, MW CO-JVs and those Property Entities in which we have an equity
investment include buy/sell provisions. Under most of these provisions and during specific periods, a
partner could make an offer to purchase the interest of the other partner and the other partner would
have the option to accept the offer or purchase the offering partner’s interest at that price. As of
December 31, 2012, no buy/sell arrangements exist; however, we may need addltronal liquidity sources
in order to meet our obligations under any future buy/sell arrangements.

All of our other Co-Investment Ventures include put provisions for the other Co-Investment ,
Venture partner. The put provisions are available generally one year after substantial completion of the
project for a specified purchase price which at December 31, 2012, have a contractual total of
approximately $17.1 million for all of the Co-Investment Ventures. The put provisions are recorded as
redeemable noncontrolling interests in our consolidated balance sheets at the point they become
probable of redemption, and as of December 31, 2012, we have recorded approximately $3.9 million as
redeemable noncontrolling interests. These other Co-Investment Ventures also include buy/sell
provisions, generally available after the seventh year after completion of the development. Separate
from put provisions, we have recorded in our December 31, 2012 consolidated balance sheets
redeemable noncontrolling interests of $4.7 million which are probable of being redeemed at their
stated amounts if the developments achieve certain mrlestones primarily related to approved budgets at
less than the maximum amounts. ~

The multifamily communities in which we have investments may have commitments to provide
affordable housing. Under these arrangements, we generally receive from the resident a below-market
rent, which is determined by a local or national authority. In certain arrangements, a local or national
housing authority makes payments covering some or substantially all of the difference between the
restricted rent paid by residents and market rents. In connection with our acquisition of The Gallery at
NoHo Commons, we assumed an obligation to provide affordable housing through 2048. As partlal '
reimbursement for this obligation, the housing authority will make level annual payments of ,
approximately $2.0 million through 2028 and no reimbursement for the remaining 20-year period. We
may also be required to reimburse the housing authority if certain operating results are achieved on a
cumulative basis during the term of the agreement. At the acquisition, we recorded a liability of, . .
$14.0 million based on the fair value of terms over the life of the agreement. We will record rental
revenue from the housing authority on a straight-line basis, deferring a portion of the collections as . .
deferred lease revenues. As of December 31, 2012 and 2011, we have approximately $17.5 million and
$16.7 million, respectively, of carrying value for deferred lease revenues and other related liabilities.

We are currently evaluating California’s status of these arrangements in light of the California
legislature’s termination of the State’s redevelopment agencies effective in February 2012 due to state
budget deficits. Since the termination, we did receive our scheduled annual payment per the terms of
our agreement in October 2012 which relates to the annual period ended June 30, 2013. In November
2012, the State passed constitutional amendments to increase income and sales tax rates; however,
there has not been any official notice of the reinstatement of redevelopment agencies or changes in
status of our arrangements. If the State was to términate or default on the arrangements, we believe we
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could lease the units without affordable housing support at higher rents, but could-incur short term..
losses and additional capital ‘expenditures durmg the transition. :

Our board of directors has modified and reinstated our share redemption program effective
March 1, 2013, where we expect to fund our first rédemptions near the beginning of the third quarter
of 2013. (See Item 2, “Unregistered Sales of Equity Securities and Use of Proceeds” for a description
of our share redemption program.) We expect to fund redemptions from-our cash balances, cash flow
from operating activities, and the other sources noted in our discussion of short-term and long-term
liquidity. As the share redemption program has not yet become effective, we are currently uncertain as
to the amount of redemptions and consequently, the liquidity required. However, the share redemption
program does currently provide :a limit of $7 million of redemptions per quarter. This limit, which may
be changed by the board of directors in future periods, does provide an-upper limit on the liquidity
requirements. The liquidity required to meet the share redemptions could affect amounts available for
investment, or if borrowmgs are used to fund the redemptions, the amount and term of our debt
financing. - : - v

Funds from Operations and Modified Funds from'Operatjons ,

In addition to our net. income (loss) which is presented in accordance with GAAP,'we also present
certain supplemental non-GAAP performance measurements. These measurements are not to.be
considered more relevant or accurate than the performance measurements presented in accordance
with GAAP. In compliance with SEC requirements, our non-GAAP measurements are reconciled to net
income, the most directly comparable GAAP performance measure. As with other non-GAAP
performance measures, neither the SEC nor any other regulatory body has passed judgment on these
non-GAAP performance measures.

Funds from operations (“FFO”) is a non-GAAP performance fmancral measure that is w1dely
recognized as a measure of REIT operating performance. We use FFO as currently defined by the
National Association of Real Estate Investment Trusts (“NAREIT”) to be net income (loss), computed
in accordance with GAAP excluding extraordinary items, as defined by GAAP, and gains (or losses)
from sales of property (including deemed sales and settlements of pre-existing relationships), plus
depreciation and amortization on real estate assets, impairment write-downs of depreciable real estate
or of investments in unconsolidated real estate partnerships, joint ventures and subsidiaries that are
driven by measurable decreases in the fair value of depreciable real estate assets, and after related
adjustments for unconsolidated partnerships, joint ventures and subsidiaries and noncontrolling
interests. We believe that FFO is helpful to our investors and our management as a measure of
operating performance because it excludes real estate- related depreciation and amortization,
impairments of depreciable real estate, gains and losses from property dispositions, and extraordmary
items, and as a result, when compared year to year, highlights the impact on operations from trends in
occupancy rates, rental rates, operating costs, development activities (including capitalized interest and
other costs during the development period), general and administrative expenses, and interest costs,
which may not be immediately apparent from net income. Historical cost accounting for real estate
assets in accordance with GAAP assumes that the value of real estate and-intangibles.diminishes
predictably over time independent of market conditions or the physical condition of the asset. Since
real estate values have historically risen or fallen with market conditions (which includes property level
factors such as rental rates, occupancy, capital improvements, status of developments and competition,
as well as macro-economic factors such as economic growth, interest rates, demand and supply for real
estate and inflation), many 1ndustry investors and analysts have considered the presentatlon of
operating results for real estate companies that use historical cost accounting alone to be insufficient.
As a result, our management believes that the use of FFO, together with the required GAAP
presentations, is helpful for our investors in understandrng our performance Factors that impact FFO
include start-up costs, fixed costs, delay in buying assets, acquisition expenses, lower yields on cash held
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in accounts, income from portfolio properties, operating costs during lease up of developments,. interest
rates on acquisition financing and operating expenses. In addition, FFO will ‘be affected: by the types of
investments in our and our Co-Investment Ventures’ portfohos, which 1nclude, but are not limited to,
equity and mezzanine, mortgage and bridge loan investments in existing operating propertles and
properties in various stages of development ‘and the accounting treatment of the 1nvestments m
accordance with our accounting pol1c1es

Since FFO was promulgated, GAAP has adopted several new accountmg pronouncements such:
that management, investors and analysts have considered the presentation of FFO alone to be
insufficient. In addition, real estate companies that are experiencing significant acquisition activity, -
particularly during their initial life cycle, have net reached sustainable operations and are significantly
affected by acquisition activity. While other start-up entities may also experience significant -acquisition
activity, other industries’ acquisitions tend to be more asset focused. Under GAAP,; most acquisition.:::
costs related to acquisitions of a controlling interest in real estate are expensed, while asset acquisition
costs or costs related to investments in noncontrolling interests are capitalized.

Accordingly, in addition to FFO, we use modified funds. from operations (“Modified Funds from
Operations” or “MFFO”) as currently defined by the Investment Program Association (“IPA”). The
IPA's Guideline 2010-01, “Supplemental Performance Measure for: Publicly Registered, Non-Listed
REITs: Modified Funds from Operations” defmes MFFO as FFO further adjusted for the followmg
items: SR

(1) acquisition fees and expenses;

2) straight—line. rent amounts, both income and expense;

(3) amortization of above or below market intangible lease assets and l1ab111t1es ’
O] amortlzatlon of discounts and premlums on ‘debt investments; '
(5) gains or losses from the early extinguishment of debt;

(6) gains or losses on the ext1ngu1shment or sales of hedges forelgn exchange securities and
other derivatives holdmgs except where the trading of such 1nstruments isa fundamental
attribute of our operations;

(7) gains or losses related to fair value ad]ustments for denvatwes not quahfymg for hedge
accounting, including interest rate and foreign exchange derivatives;

(8) gains or losses related to consolidation from, or deconsolidation to, equity accounting; '
(9) gains or losses related to contingent purchase price adjustments; and

(10) adjustments related to the above items for unconsohdated entltles in the apphcatlon of equity
accounting.

In October 2011, NAREIT clarified 1ts def1n1t1on of FFO to exclude impairment charges related to
depreciable property and investments in unconsolidated real: estate partnerships and joint ventures.
Although IPA has not formally modified its definition of MFFO, with this clarification, we have. deleted
impairment charges.as an adjustment:to MFFO. :As we have not recognized any impairment charges,
this change in definition has not affected our"historical reporting of lFFO or MFFO.

We believe that MFFO is helpful in ass1st1ng management assess the sustainability of operating
performance in future periods and, in particular, after our offering and acquisition stages are complete,
primarily because it excludes acquisition expenses that affect property operations only in the period in
which the property is acquired. Although MFFO includes other adjustments, the exclusion of
acquisition expense and other adjustments related to busmess combinations are generally the most
significant adjustments to us at the present time, as we'are currently in our acquisition stage. Thus,
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MFFO provides helpful information relevant to evaluating our operating performance in periods in
which there is no acquisition or business combination activity and to compare our operating
performance to other real estate companies that are not incurring acquisition expenses.

'As explained below, management’s evaluation of our operating performance excludes the items
considered in the calculation based on the following economic considerations:

* Acquisition expenses. In evaluating investments in real estate, including both business
combinations and investments accounted for under the equity method of accounting,
management’s investment models and analyses differentiate costs to acquire the investment from
the operations derived from the investment. Both of these acquisition costs have been and are
expected to be funded from the proceeds of the primary portion of our Initial Public Offering
and other financing sources and not from operations. We believe by excluding expensed
acquisition costs, MFFO provides useful supplemental information that is comparable for each
type of our real estate investments and is.consistent with management’s analysis-of the investing
and operating performance of our preperties. Acquisition expenses 1nclude those paid to our -
Advisor or third parties. -

* Gains or losses related to fair value ad]ustments for derivatives not qualifying for hedge accounting
and gains or losses related to contingent purchase price adjustments. Each of these items relates to
a fair value adjustment, which is based on the impact of current market fluctuations and
underlying assessments of general market conditions and specific performance of the holding,

* which may not be directly attributable to our current operating performance. As these gains or
losses relate to underlying long-term assets and liabilities, where we are not speculating or
trading assets, management believes MFFO provides useful supplemental information by
focusing on the changes in our core operating fundamentals rather than changes that may reflect
anticipated gains or losses.

* Adjustments for amortization of above or below market intangible lease assets. Similar to
depreciation and amortization of other real estate related assets that are excluded from FFO,
GAAP implicitly assumes that the value of intangibles diminishes predictably over time and that
these charges be recognized currently in revenue. Since real estate values and market lease rates
in the aggregate have historically risen or fallen with market conditions, management believes
that by excluding these charges, MFFO provides useful supplemental information on the realized
economics of the real estate.

* Adjustments for straight-line rents and amortization of discounts and premiums on debt investments.
In the proper application of GAAP, rental receipts and discounts and premiums on debt
investments are allocated to periods using various systematic methodologies. This application will
result in income recognition that could be significantly different than underlying contract terms.
By adjusting for these items, MFFO provides useful supplemental information on the realized
economic impact of lease terms and debt investments and aligns results with management’s
analysis of operating performance.

* Adjustment for gains or losses related to early extinguishment of hedges, debt, consolidation or
deconsolidation and contingent purchase price. Similar to extraordinary items excluded from FFO,
these adjustments are not related to our continuing operations. By excluding these items,
management believes that MFFO provides supplemental information related to sustainable
operations that will be more comparable between other reporting periods and to other real
estate operators.

Many of these adjustments are similar to adjustments required by SEC rules for the presentation
of proforma business combination disclosures, particularly acquisition expenses, gains or losses
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recognized in business combinations and other activity not representative of future activities. However,
investors are cautioned that neither FFO nor MFFO is a pro forma measurement.

By providing MFFO, we believe we are presenting useful information that also assists investors and
analysts to better assess the sustainability of our operating performance after our acquisition stage is
completed. We also believe MFFO is a recognized measure of sustainable operating performance by
the real estate industry. MFFO is useful in comparing the sustainability of our operating performance
after our acquisition stage is completed with the sustainability of the operating performance of other
real estate companies that are not as involved in acquisition activities or as affected by other MFFO
adjustments. However, investors are cautioned that MFFO should only be used to assess the
sustainability of our operating performance after our acquisition stage is completed, as it excludes
acquisition costs that have a negative effect on our operating performance and the reported book value
of our common stock and stockholders’ equity during the periods in which properties are acquired.

FFO or MFFO should not be considered as an alternative to net income (loss), nor as an
indication of our liquidity, nor are they indicative of funds available to fund our cash needs, including
our ability to fund distributions. In particular, as we are currently in the acquisition phase of our life
cycle, acquisition costs and other adjustments which are increases to MFFO are, and may continue to
be, a significant use of cash, an expense in the determination of our GAAP net income, and a use of
our cash flow from operating activities. FFO and MFFO are also not useful measures in evaluating net
asset value because impairments are taken into account in determining net asset value but not in
determining FFO and MFFO. Although the Company has not historically incurred any impairment
charges, investors are therefore cautioned that we may not recover any impairment charges in the
future. MFFO also excludes rental revenue adjustments and unrealized gains and losses related to
certain other fair value adjustments. Although the related holdings are not held for sale or used in
trading activities, if the holdings were sold currently, it could affect our operating results and any fair
value losses may not be recoverable from future operations. Accordingly, both FFO and MFFO should
be reviewed in connection with other GAAP measurements. Our FFO and MFFO as presented may
not be comparable to amounts calculated by other REITs.
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The following table presents our calculation of FFO and MFFO and provides add1t10nal
information related to our operations (in m11110ns except per share amounts):.

For the Year Ended

December 31,
2012 2011 2010

Net income (loss) attributable to common stockholders ......... e $(12.5) $ 98.6 $(34.6)
Real estate depreciation and amortization, net of noncontrolling interests® . 64.1 56.1 43.1
Gainonsale of real estate . ......... ...ttt (13.3) —_ —
Gain on sale of joint venture interests . .. ...... ... ... ' — (57 —
FFO attributable to common stockholders ... ...................... 383 149.0 85
Gain on revaluation of equity on business combinations, net of o

noncontrolling interest.............. e 09) 1219 27
(Gain) loss on early extinguishment of debt, net of noncontrolling interest. . 0.3 — (0.1)
Acquisition expenses, net of noncontrolling interests® . ............... 2.5 63 121
Straight-line rents, net of noncontrolling interests. .. ................. 04 0.8 0.9
Loss on derivative fair value adjustment, net of noncontrolling interest . . . . 0.7 — —
Contingent purchase price obligation adjustment . ................... 0.1) — —
Amortization of premium on debt investment, net of noncontrolling interest 0.2) — —
MFFO attributable to common stockholders ....................... $ 410 $ 342 $187
GAAP weighted-average common shares®. . ... ..........ooueou... 166.2 1381  83.5
Net income (loss) per common share. . .. ...... ... vuieenen.. $(0.08) $§ 0.71 $(0.41)
FFO per common share . ........ ... ..ottt n.n.. $023 $ 1.08 $0.10
MFFO per cOMMON SHATE . . .« vttt vvinntmeas o taaeaeneaenenen $025 $ 025 $0.22

(a) The real estate depreciation and amortization amount includes our share of consolidated real

estate-related depreciation and -amortization of intangibles, less amounts attributable to
noncontrolling interests, and our similar estimated share of unconsolidated Co-Investment Venture

" depreciation and amortization, which is included in earnings of unconsolidated real estate joint

(b)

(©

venture investments.

Acquisition expenses include our share of expenses incurred by us, less amounts attributable to
noncontrolling interests, and our unconsolidated investments in real estate joint ventures, including
amounts incurred with our Advisor. Acquisition expenses also include operating expenses that were
identified or given credit by the seller in the acquisition but are expensed in accordance with
GAAP.

During the year ended December 31, 2012, GAAP weightewd average common shares were
166.2 million resulting in increases of 20% and 99% from the comparable periods of 2011 and
2010, respectively.

The following additional information is presented in evaluating the presentation of net income

(loss) attributable to common stockholders in accordance with GAAP and our calculations of FFO and
MFFO:

» During the year ended December 31, 2012, we incurred $2.3 million of expenses related to our
review of strategic alternatives. These expenses are included as a deduction in presenting net
income (loss), FFO and MFFO attributable to common stockholders.
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* During the year ended December 31, 2012, we capitalized interest of $2.5 million on our real
estate developments. These amounts are included as an addition in presenting net income (loss),
FFO and MFFO attributable to common stockholders. Capitalized interest was not a significant
contributor to net income (loss), FFO or MFFO attributable to common stockholders for years
prior to 2012.

As noted above, we believe FFO is helpful to investors as measures of operating performance and
MFFO is useful to investors to assess the sustainability of our operating performance after our
acquisition stage is completed. FFO and MFFO are not indicative of our cash available to fund
distributions since other uses of cash, such as capital expenditures and principal payment of debt
related to investments in unconsolidated real estate joint ventures, are not deducted when calculating
FFO and MFFO. ’ o

We believe the current definition of MFFO is consistent with industry standards for our operations
and provides useful information to investors and management, subject to the limitations described
above. However, MFFO is not a replacement for financial information presented in conformity with
GAAP and should be reviewed in connection with other GAAP measurements.

New Accounting Pronouncements

In May 2011, the Financial Accounting Standards Board issued updated guidance for fair value
measurements. The guidance amended existing guidance to provide common fair value measurements .
and related disclosure requirements between GAAP and International Financial Reporting Standards.
This guidance is effective for fiscal years and interim periods beginning after December 15, 2011. The
adoption of this guidance did not have a material impact on our consolidated financial statements or
disclosures.

Inflation

The real estate market has not been affected significantly by inflation in the past several years due
to a relatively low inflation rate. The majority of our fixed-lease terms are less than 12 months and
reset to market if renewed. The majority of our leases also contain protection provisions applicable to
reimbursement billings for utilities. Should inflation return, due to the short-term nature of our leases,
multifamily investments are considered good inflation hedges. .

Inflation may affect the costs of developments we invest in, primarily related to construction
commodity prices, primarily lumber, steel and concrete. Inflation for these materials has also recently
been low due to lower overall construction as a result of the effects of the U.S. and global recessions.
However, inflation could be become an issue due to current U.S. monetary policies or accelerated
growth in American, Chinese or other global construction activities. We intend to mitigate these
inflation consequences through guaranteed maximum construction contracts, developer cost overrun
guarantees and pre-buying materials when reasonable to do so. Increases in construction prices could
lower our return on the developments and reduce amounts available for other investments.

REIT Tax Election

We have elected to be taxed as a REIT under Sections 856 through 860 of the Code and have
qualified as a REIT since the year ended December 31, 2007. To qualify as a REIT, we must meet a
number of organizational and operational requirements, including a requirement that we distribute at
least 90% of our REIT taxable income to our stockholders. As a REIT, we generally will not be subject
to federal income tax at the corporate level. We are organized and operate in such a manner as to
qualify for taxation as a REIT under the Code, and we intend to continue to operate in such a manner,
but no assurance can be given that we will operate in a manner so as to remain qualified as a REIT.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Our interest rate risk management ob]ectlves are to 11m1t the 1mpact of interest rate changes on
earnings and cash flows and to lower overall borrowing costs. To achieve the financing ObjeCtIVCS, we
borrow primarily at fixed rates or variable rates with what we believe are the lowest margins available
and in some cases, the ability to convert variable rates to fixed rates either directly or through interest
rate hedges. With regard to variable rate financing, we manage interest rate cash flow risk by :
continually identifying and monitoring changes in interest. rate exposures that may adversely impact
expected future cash flows and by evaluatlng hedgmg opportumtles, Wthh to date have included
mterest rate capS.c.c . v «

As of December 31, 2012 we had approx1mate1y $932. 5 million of ‘outstanding consolidated
mortgage debt at a weighted average fixed mterest rate of appr0x1mately 3.9%, $36.5 million of variable
rate consolidated mortgage’ debt at'a Varlable interest rate of monthly LIBOR plus 2. 4%, and the
outstanding amount under our credit facility was $10.0 million with a weighted average of monthly
LIBOR plus 2.08%. ‘As of December 31, 2012, we have ‘three consohdated notes receivable with a
carrying value of approximately $36.0 million, a weighted average fixed interest rate of 13.8%, and a
weighted average remaining maturity of 2.1 years.

Interest rate fluctuations will generally pot affect our-future earnings or cash flows on our fixed
rate debt or fixed rate real estate notes receivable unless such instruments are traded or are otherwise
terminated prior to maturity. However, interest rate changes will affect the fair value of our fixed rate
instruments. As we do not expect to trade or sell our fixed rate debt instruments prior to maturity and
the amounts due under such instruments would be limited to the outstanding principal balance and any
accrued and unpaid interest, we do not expect that fluctuations in interest rates, and the resulting
change in fair value of our fixed rate instruments, would have a significant impact on our operations.

Conversely, movements in interest rates on variable rate debt, loans receivable and real estate-
related securities would change our future earnings and cash flows, but not significantly-affect the fair
value of those instruments. As of December 31, 2012, we did not have any loans receivable or real
estate-related securities with variable interest rates: We are exposed to ‘intetest‘rate’changes primarily
as a result of our variable rate debt used to acquire or hold our consolidated multifamily communities
and our consolidated cash investments. We quantify our exposure to interest rate risk based on how
changes in interest rates affect our net income. We consider changes in the 30-day LIBOR rate to be
most indicative of our interest rate exposure as it is a function of the base rate for our credit facility
and is reasonably correlated to changes in our earnings rate on our cash investments. We consider
increases of 0.5% to 2.0% in the 30-day LIBOR rate to be reflective of reasonable changes we may
expenence in the current interest rate environment. The table below reflects the annual effect of an
increase in the 30-day LIBOR to our net income related to our significant variable interest rate
exposures for our wholly owned assets and liabilities as of December, 31, 2012 (amounts in millions,
where positive amounts reﬂect an increase in mcome and bracketed amounts reflect a decrease i in
1ncome) ; ,

Increases in Interest Rates .
2.0% 1.5% . 10% - 0.5%.

Varlable rate mortgage debt and credit fac1hty interest expense . . .. . ... $(0.9) $(0.7) $(0.5)  $(0.2)
INtEreSt TAte CAPS . . v v v v ove e e e e e aieen e, 01 — —_ -
Cash investments ... ...<c... .. Vea oo et e 9.0 © 68 45 " 2.2
Total ... eee e ' §82 $61 $40 $20

There is no assurance that we would fealize such income or expense as such changes in interest
rates could alter our asset or liability positions or strategies in response to such changes. The table also

133



does not reflect changes in operations related to any unconsolidated .investments in real estate joint
ventures, where we may not have control over financing matters and substantial portions of variable
rate debt related to multifamily development projects where interest is capitalized.

As of December 31, 2012, we have four separate interest rate caps with a total notional amount of
$162.7 million. Each of these interest rate caps have a single 30 day LIBOR cap rate, which if during
its term future market LIBOR interest rates exceed, we will be due a payment equal to the excess
LIBOR rate over the cap rate multiplied by the notional amount. In no-event will we owe any future
amounts in connection with the interest rate caps. Accordingly, interest rate caps can be an effective
instrument to mitigate increases in short-term interest rates without incurring additional costs while
interest rates are below the cap rate. Although not specifically identified to any specific interest rate
exposure, we plan to use these instruments related to our developments, credit facility and variable rate
mortgage debt. Because the counterparties providing the interest rate cap agreements are major-
financial institutions Wthh have investment grade ratings by the Standard & Poor’s Ratings Group, we
do not believe there is exposure at this time to'a default by a counterparty provider. A summary of our
interest rate caps as of December 31, 2012 is as follows (amounts in millions):

. Carrying and
LIBOR Maturity Estimated
Notional Amount - Cap Rate Date - Fair Value
$500 2.5%  April 2016 $0.1
50.0 - 25% - April 2016 ’ 0.1
50.0 2.0% April 2016 0.1
127 40%  March 2017 =
$162.7 503

We do not have any foreign operations and. thus we are not exposed to foreign currency
fluctuations as of December 31, 2012. :

Item 8. Financial Statements and Supplementary Data

The information required by this Item 8 is included in our Consolidated Fmanmal Statements
beginning on page F-1 of this Annual Report on Form 10-K.

Item 9. " Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedi;res

As required by Rule 13a-15(b) and Rule 15d-15(b) of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”), our management, including our Chief Executive Officer and Chief
Financial Officer, evaluated, as of December 31, 2012, the effectiveness of our disclosure controls and
procedures as defined in Exchange Act Rule 13a-15(e) and Rule 15d-15(e). Based on that evaluation,
our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and
procedures were effective as of December 31, 2012 to provide reasonable assurance that information
required to be disclosed by us in this report is recorded, processed, summarized and reported within
the time periods specified by the rules and forms of the Exchange Act and is accumulated and
communicated to management, including the Chief Executive Officer and Chief Financial Officer, as
appropriate to allow timely decisions regarding required disclosures.

We believe, however, that a controls system, no matter how well designed and operated, cannot
provide absolute assurance that the objectives of the controls system are met, and no evaluation of
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controls can provide absolute assurance that all control issues and instances of fraud or error, if any,
within a company have been detected. :

Management’s Annual Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)). Our management,
including our Chief Executive Officer and Chief Financial Officer, evaluated, as of December 31, 2012,
the effectiveness of our internal control over financial reporting using the framework in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer
concluded that our internal controls, as of December 31, 2012, were effective in providing reasonable -
assurance regardmg reliability of financial reporting.

Changes in Internal Control over Fmancml Reporting:

There have been no changes in internal control over financial reportlng during the quarter ended
December 31, 2012 that have materially affected or are reasonably likely to materially affect, our
internal control over financial reportmg

Itém 9B.  Other Informatlon
Estimated Share Value

On ‘March 1, 2013 pursuant to our Valuatlon Pohcy, our board of dlrectors including all of its
independent members; met and established an estimated per share value of the Company’s common
stock equal to $10.03 per share. See Item 5, “Market for Registrant’s Common Equity, Related
Stockholder Matters, and Issuer Purchases of Equity Securities—Estimated Per Share Value” of this
Annual Report on Form 10-K: :

Distribution Reinvestment Plan

In connection with its determination of the estimated value of our shares, and pursuant to the
DRIP, our board of directors has determined that, effective March 1, 2013, distributions may be
reinvested in shares of our common stock at a price of $9.53 per share, which is approximately 95% of
the estimated value per share effective as of March 1,.2013. Prior to the determination of the estimated
value of our shares effective as of March 1, 2013, the DRIP offering pr1ce for the most recent
distribution reinvestment in February 2013 was $9.45 peér share. foy

Share Redemption Program

In connection with'its determmatlon of the estimated value of our shares, our board of directors
modified and reinstated our share redemption ‘program. See Item 5, “Market for Registrant’s Common
Equity, Related Stockholder Matters, and Issuer Purchases of Equity Securities—Estimated Per Share
Value—Share Redemption Program” of this Annual Report on Form 10-K.

Letter Agreement with Advisor

On February 22, 2013, we entered into a letter agreement with our Advisor pursuant to which our
Advisor waived the difference between asset management fees calculated on the basis of appraised
value (not estimated per share value) of our investments and asset management fees-calculated on the
basis of cost of our investments for the quarter ended December 31, 2012, resulting in a waiver of -
approximately $162,000.

The information set forth above with respect to the letter agreement related to the Advisory -
Management Agreement does not purport to be complete in scope and is qualified inits entirety by
the full text of the letter agreement, which is filed as Exhibit 10.6 hereto and is incorporated into this
report by reference.
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PART 111
Item 10. Directors, Executive Officers and Corporate Governance
Directors

Because our directors take a critical role in guiding our strategic direction and oversee our
management, they must demonstrate broad-baséd business and professional skills and experiences,
concern for the long-term interests of our stockholders, and personal integrity and judgment. In
addition, our directors must have time avaﬂable to devote’to board activities-and to enhance their
knowledge of our industry. As described further below, we believe our directors have the appropriate
mix of experiences, qualifications, attributes and sk111s requlred of our board members in the context of
the current needs of our company. - S e

’

Robert S. Aisner, 66, has served as our Chief Executive Officer and as one of our difectors since
December 2007. In addition, Mr. Aisner serves as'Chief Executive Officer of our Advisor and our
property manager. In addition, Mr. Aisner serves as a director of Behringer Harvard REIT I, Inc. ,
(“Behringer Harvard REIT I”), and as a director and Chairman of the Board of Behnnger Harvard
Opportunity REIT 1, Inc. (“Behringer Harvard Opportunity REIT 1”) and Behringer, Harvard
Opportunity REIT II, Inc. (“Behringer Harvard Opportunity REIT I”) and as President, Chief
Executive Officer and as Chairman of the Board of Adaptive Real Estate Income Trust; Inc.-(“Adaptive
REIT”) (as of the date of this Annual Report on Form 10-K, its initial registration statement has been,
filed, but not yet declared effective). Mr. Aisner is also Chief Executive Officer and President of
Behringer Harvard Holdings. Mr. Aisner has over 30 years of commercial:-real estate experienee. In
addition to Mr. Aisner’s commercial real estate experience, as an officer and director of Behringer "
Harvard-sponsored programs and their advisors, Mr. Aisner has overseen the acquisition;, structurmg
and management of various types of real estate-related loans, including mortgages and thézzasnine*
loans. From 1996 until joining Behringer Harvard in 2003, Mr. Aisner served as: (1) Executive Vlce
President of AMLI Residential Properties Trust, formerly a New York Stock Exchange-listed REIT
focused on the development, acquisition and management of upscale apartment communities and
served as advisor-and asset manager for institutional investors with respect to their multifamily real
estate investment activities; (2) President of AMLI Management Company, which oversaw -all of
AMLYI’s apartment operations:in 80-communities; (3) President of the AMLI Corporate Homes:division
that managed AMLI’s corporate housing properties; (4) Vice President of AMLI Residential
Construction, a division of AMLI that performed real estate construction services;'and (5). Viee -
President of AMLI Institutional Advisors, the AMLI division that served as institutional: advisor and - -
asset manager for institutional investors with respect to their multifamily real estate activities.

Mr. Aisner also served on AMLI’s Executive Committee and Investment Committee. Duririg

Mr. Aisner’s. tenure, AMLI was actively engaged in real estate debt activities, some of which were
similar to our current lean structures. In February 2006, AMLI merged into an.indirect subsidiary of -
Morgan Stanley Real Estate’s Prime Property:Fund, and the consideration paid for AMLI represented
a 20.7% premium over the closing price of its common-shares on the last full trading day prior to the
public announcement of the merger. From 1994 until 1996, Mr. Aisner owned and operated Regents
Management, Inc., which had both a multifamily development and construction group and a general
commercial property management group. From 1984 to 1994, Mr. Aisner served as Vice President of
HRW Resources, Inc., a real estate development and management company. Mr. Aisner received a
Bachelor of Arts degree from. Colby College and.a Masters of Business Administration degree from the
University of New Hampshire. ‘

Our board of directors has concluded that Mr. Aisner is qualified to serve as one of our directors
for reasons including his over 30 years. of commercial real estate experience. This-experience .allows him
to offer valuable insight-and advice with respect to our investments.and investment strategies. In
addition, as the Chief Executive Officer of our Advisor and with prior experience as an executive : .
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officer of a New York Stock Exchange-listed REIT, Mr. Aisner is-able to direct to the board of
directors to.the critical issues facing our company. Further, as a director of Behringer Harvard REIT 1,
Behringer Harvard Opportunity REIT I, Behringer Harvard Opportunity REIT II and Adaptive REIT,
he has an understanding of the requirements of serving on a public company board.

Sami S. Abbasi, 47, has served as one of our independent directors since November 2006. Since
November 2011, Mr. Abbasi has served as Chief Executive Officer and Director of American Pathology
Partners, Inc., a laboratory services and cancer diagnostics company. From January 2007 until
September 2011, Mr. Abbasi served as Chairman and Chief Executive Officer of National Surgical
Care, Inc., which owns, develops, and operates surgical facilities in-partnership with physicians and
healthcare systems. From November 2004 to November 2006, Mr. Abbasi served as President and Chief
Executive Officer of Radiologix, Inc., a provider of diagnostic imaging services, which was acquired by
RadNet, Inc., formerly known as Primedex Health Systems, Inc., in November 2006. From February
2005 until November 2006, Mr. Abbasi served as a-director of Radiologix. Mr. Abbasi served as
Executive Vice President -and Chief Operating Officer of Radiologix from October 2003 until
November 2004 and as Executive Vice President and Chief Financial Officer of Radiologix from
December 2000 until March 2004. Radiologix was a leading natlonal provider of diagnostic imaging
services and was listed on the American Stock Exchange until its November 2006 acquisition by
Primedex. From January 2000 through June 2000, Mr. Abbasi served as Chief Financial Officer and
Chief Operatlng Officer of Adminiquest, Inc a private comparny that provided web-enabled and
full-service outsourcing solutions to the 1nsurance and benefits industry. From August 1996 through
December 1999, Mr. Abbasi was Senior Vice President and Chief Financial Officer of Radiologix. From
January 1995 through July 1996, Mr. Abbasi served as Vice President in the Healthcare Group of
Robertson, Stephens and Company, where he was responsible for investment banking business
development and executing a broad range of corporate finance transactions and mergers and
acquisitions. From June 1988 through January 1995, Mr. Abbasi held various positions at Citicorp -
Securities; including Vice President and Senior Industry Analyst in the Healthcare Group. Mr. Abbasi
serves on the board of directors and the audit committee for American CareSource Holdings, Inc.

Mr. Abbasi received his Masters of Business Administration from the University of Rochester and h1s
Bachelor of Arts, magna cum laude; in Economics from the University of Pennsylvania. :

Our board of directors has concluded that Mr. Abbasi is qualified to serve as one of our directors
and the chairman of our audit committee for reasons including his significant executive, corporate
finance and accounting experience that complements that of our other board members. In particular,
Mr. Abbasi has over 10 years of experience as a director and/or executive officer of private and public
companies, with a broad range of responsibilities including those relating to financial statements and
coordinating with external auditors. Mr Abbasi also has many years of experience in commercial and
investment bankmg, which background enables Mr. Abbasi to provide valuable insight to our board.

Roger D. Bowler, 68, has served as one of our independent directors since November 2006.

Mr. Bowler served in various capacities at Embrey Partners, Ltd. (“Embrey”), a San Antonio, Texas
based multifamily development and management company, from 1981 through 2006. From 1991
through 2006, Mr. Bowler served as Executive Vice President for Embrey and was responsible for
corporate operations, as well as project feasibility, financing, and sales. Prior to his employment at
Embrey, Mr. Bowler established and managed a corporate planning group for a Midwest bank holding

company. Mr. Bowler also served as the Senior Financial Officer for a Houston retail and office
developer. Mr. Bowler earned a. Bachelor’s degree in Accounting and a Masters of Business
Administration in finance from Michigan State University. From 1984 through 2006, Mr. Bowler served
on the Adwsory Board of Directors for the JP Morgan Chase Bank of San Antonio. Mr. Bowler
currently serves on the Board of Directors for the Marathon Title Insurance Company and American
Village Communities, Inc. of Fairfax, Virginia. Mr. Bowler was a member of the National Multi
Housing Council prior to his retirement from Embrey.
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Our board of directors has concluded that Mr. Bowler is qualified to serve as one of our directors
for reasons including his significant experience relating to real estate investments and multifamily
investments, in particular. For 25 years, Mr. Bowler served in various capacities at an apartment
development and management company, including 15 years as an executive officer. Mr. Bowler also has
experience as a director and is actively engaged in the professional community, industry trends and
issues in the multifamily space. ’

Jonathan L. Kempner, 61, has served as one of our independent directors since: November 2008. In
October 2009, Mr. Kempner became the President of Tiger 21, LLC, a peer-to-peer learning group for
high-net-worth investors. Prior to this, Mr. Kempner was President and Chief Executive Officer of the
Mortgage Bankers Association (“MBA”) from April 2001 to December 2008. MBA is the national
association representing the real estate finance industry with over 2,400 member companies, including
mortgage companies, mortgage brokers, commercial banks, thrifts life insurance companies and others
in the mortgage lending field. In addition, Mr. Kempner served on MBA’s Board of Directors (ex
officio) and on the board of its business development affiliate, Lender Technologies Corp.

Prior to assuming his role at the MBA, for 14 years, Mr. Kempner was President of the National
Multi Housing Council, a leading trade association representing apartment owners, managers,
developers, lenders and service providers. Previously from 1983 to 1987, Mr. Kempner was Vice
President and General Counsel of Oxford Development Corp., a privately owned real estate services
firm in Maryland, with a focus on commercial real estate development, asset and property management,
brokerage and investment advisory services. From 1982 to 1983, Mr. Kempner served as Assistant
Director and General Counsel of the Pennsylvania Avenue Development Corp., a federally owned real
estate firm. From 1981 to 1982, Mr. Kempner also served as Assistant General Counsel to the =
Charles E. Smith Companies, a significant owner and developer of apartmient complexes.

. Mr. Kempner practiced law with Fried Frank, a leading international commercial law firm, from
1977 to 1980 immediately following a clerkship for U.S. District Judge David W. Williams of the
Central District of California. Mr. Kempner also served as a Special Consultant to the U.S.
Department of the Treasury Office of Capital Markets and as a Staff Assistant to the Subcommittee on
Representation of Citizen Interests of the U.S. Senate Committee on the Judiciary and in the office of
Sen. Abraham Ribicoff.

Mr. Kempner holds a bachelor’s degree from the University of Michigan (high honors and high
distinction, Phi Beta Kappa) and a law degree from Stanford University Law School, where he served
on the Stanford Law Review. Mr. Kempner serves on the editorial boards of numerous real estate
publications and is on the board of directors of a nonprofit organization, the Ciesla Foundation.

Our board of directors has concluded that Mr. Kempner is qualified to serve as one of our
directors for reasons including his 21 years of combined experience heading the Mortgage Bankers
Association and the National Multi Housing Council and his prior experience as a director. With this
background, Mr. Kempner brings to our board substantial insight and experience with respect to the
multifamily real estate and mortgage industries. In addition, Mr. Kempner has substantial experience
acting as an attorney and general counsel, which brings a unique perspective to our board.

Mr. Kempner also remains active in the professional and charitable communities.

E. Alan Patton, 50, has served as one of our independent directors since November 2006. In
January 2011, Mr. Patton joined Hines Interests Limited Partnership (“Hines”), an international real
estate firm where he currently serves as a Senior Managing Director. Mr. Patton’s main focus at Hines
is to expand the firm’s multifamily development activity throughout the United States with involvement
in site sourcing, product design, development and capital raising and financing. From 1998 to January
2011, Mr. Patton served as President of The Morgan Group, Inc., a multifamily development and
management company, and was responsible for its day-to-day operations. From 1990 to 1998,

Mr. Patton was the Managing Director of the Chase Bank of Texas Realty Advisory Group (formerly
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known as Texas Commerce Realty Advisors). During his eight-year tenure at Chase Bank, Mr. Patton
developed and managed Chase’s. Real Estate Mezzanine Financing product, worked in the Real Estate
Workout/Restructuring Group and the Commercial Real Estate Lending Group.

Mr. Patton previously served as a Project Manager with a Houston-based commercial general
contractor, Miner-Dederick Companies, Inc., where he managed office and medical building
construction projects nationwide for eight years. Mr. Patton attended Harding University and the
University of Houston, from which he received his Bachelor in Science—Finance degree and his
Masters of Business Administration. Mr. Patton is on the Board of Directors of the National Multi
Housing Council and a council member of the Urban Land Institute.

Our board of directors has concluded that Mr. Patton is qualified to serve as one of our directors
for reasons including his significant real estate and real estate finance experience. He provides valuable
knowledge and insight with respect to multifamily investment and management issues. In addition, his
expertise in the real estate finance markets complements that of our other board members. Mr. Patton
is also active in the professional community. "

Executive Officers _ _
In addition to Robert S. Aisner, the following individuals serve as:our executive officers:

Robert J. Chapman, 65, has served as our President since December 2007. Mr. Chapman also
serves as President of our Advisor, our property manager and an Executive Vice President of Behringer
Harvard Holdings. Prior to joining Behringer Harvard in September 2007, Mr. Chapman was Executive
Vice President and Chief Financial Officer of AMLI Residential Properties Trust, formerly a New York
Stock Exchange-listed REIT, from December 1997 to August 2007. In February 2006, AMLI merged
into an indirect subsidiary of Morgan Stanley Real Estate’s Prime Property Fund; and the consideration
paid for AMLI represented a 20.7% premium over the closing price of its common shares on the last
full trading day prior to the public announcement of the merger. Mr. Chapman: also served as a
non-employee board member and the audit committee chairman of Behringer Harvard Opportunity
REIT I from March 2005 to August 2007. From 1994 to 1997, Mr. Chapman was Managing Director of
Heitman Capital Management Corporation. Mr. Chapman served as Managing Director and Chief
Financial Officer of JMB Institutional Realty Corporation in 1994 and as Managing Director and Chief
Financial Officer of JMB Realty Corporation, where he was employed from 1976 to 1994. From 1972
to 1976, Mr. Chapman was associated with KPMG LLP. Mr. Chapman received a B.B.A. in Accounting
in 1970 and an M.B.A. in Finance in 1971 from the University of Cincinnati. Mr. Chapman is a CPA
and, when previously affiliated with a broker-dealer, was a FINRA Registered Representative.

Mr. Chapman is, or has been, a member of the Association of Foreign Investors in Real Estate, the
Mortgage Bankers Association, the National Association of Real Estate Investment Trusts, the National
Multi Housing Council, Pension Real Estate Association, the Real Estate Investment Advisory Council,
the Urban Land Institute, the International Council of Shopping Centers, the American Institute of
Certified Public Accountants and the Illinois CPA Society. Mr. Chapman has served as a Bodrd
Member of the National Association of Real Estate Companies and the Real Estate Advisory Council
of the University of Cincinnati. Mr. Chapman was also previously an adjunct professor of real estate
finance at DePaul University in Chicago.

Mark T. Alfieri, 51, has served as our Chief Operating Officer since our inception in August 2006.
Mr. Alfieri also serves as Chief Operating Officer of our Advisor and property manager. Prior to
joining Behringer Harvard in May 2006, from January 1999 to April 2006, Mr. Alfieri was Senior Vice
President of AMLI Residential Properties Trust, formerly a New York Stock Exchange-listed REIT,
where he directed investment activities for the Southwest region. During his seven-year tenure at AMLI
Residential Properties Trust, Mr. Alfieri consummated over $1.4 billion in multifamily transactions.
From 2000 to 2006, Mr. Alfieri was a member of CEC, AMLI’s senior executive committee. In
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February 2006, AMLI merged into an indirect subsidiary of Morgan' Stanley Real Estate’s Prime
Property Fund, and the consideration paid for AMLI represented a 20.7% premium over the closing
price of its common shares on the last full trading day prior to the public announcement of the merger.
From 1991 until 1998, Mr. Alfieri was president and Chief Executive Officer of Revest Group, Inc., a
regional full service investment company. Revest was engaged in the acquisition and development of
multifamily and commercial properties as a sponsor/general partner on behalf of international and
domestic private investors. Mr. Alfieri also was President and Chief Executive Officer of Revest
Management Services. Revest Management Services fee managed office, ministorage and multifamily
properties. Mr. Alfieri graduated from Texas A&M with a Bachelor of Business Administration degree
in Marketing. Mr. Alfieri is a licensed Real Estate Broker in the State of Texas. Mr. Alfieri served on
the Board of Directors of the National Multi Housing Council from 2002 to 2004 and is currently a
member of the National Multi Housing Council. , : :

Howard S. Garfield, 55, has served as our Chief Financial Offlcer and Treasurer since September
2009 and as our Chief Accountlng Officer since May 2009. In addition, Mr. Garfield serves as Chief
Financial Officer, Chief Accounting Officer and Treasurer of our Advisor and our property manager.
Prior to joining Behringer Harvard in February 2009, from April 2008 to February 2009, Mr. Garfield
was Senior Vice President—Private Equity Real Estate Funds for Lehman Brothers Holdings Inc.,
formerly a New York Stock Exchange listed investment banking firm, where he was responsible for
accounting and fund administration for certain private equity real estate funds sponsored by Lehman
Brother Holdings Inc. From 2006 to April 2008, Mr. Garfield was Executive Vice President and Chief
Financial Officer of Homevestors of America, Inc., a ‘privately held franchisor related to reselling
single-family homes. Mr. Garfield received a Bachelor of Business Administration degree, summa cum
laude, from the University of Texas at Austin. Mr. Garfield is a certified public accountant in the State
of Texas and a member of the National Association of Real Estate Companies.

M. Jason Mattox, 37, has served as our Executive Vice President since December 2007.
Mr. Mattox also serves as an-Executive Vice President of our ‘Advisor and our property manager and
has served in these and similar executive capacities with other entities affiliated with Behringer Harvard
Holdings. Mr. Mattox is also a director of Behringer Harvard REIT I'and an Executive Vice Presrdent
and Chief Operating Officer of Behringer Harvard Holdings. :

From 1997 until joining Behringer Harvard in 2002, Mr. Mattox served as a Vice President of
Harvard Property Trust, Inc. and became a member of its Investment Committee in 1998. From 1999
until 2001, Mr. Mattox served as Vice President of Sun Resorts International, Inc., a recreational
property investment company, coordinating marina acquisitions throughout the southern United States
and the U.S. Virgin Islands. From 1999 until 2001, in addition to providing services related to investing,
acquisition, disposition and 0perat10na1 activities, Mr. Mattox served as an asset manager with
responsibility for over one million square feet of Harvard Property Trust, Inc.’s commercial office assets
in Texas and Minnesota, overseeing property performance, management offices, personnel and
outsourcing relatlonshrps R

Mr. Mattox is a continuing member of the Burldlng Owners and Managers Association and the
National Association of Industrial and Office Properties. Mr. Mattox received a Bachelor of Business
Administration degree, with honors, and a Bachelor of Science degree, cum laude, from Southern -
Methodist Un1vers1ty

Daniel J. Rosenberg, 37, has served as our Senior Vice President—Legal and General Counsel
since September 2011 and has served as our Secretary since December 2007. In addition
Mr. Rosenberg serves in the same capacities for our Advisor and our property manager. Mr. Rosenberg
joined Behringer Harvard in June 2004. Mr. Rosenberg is responsible for legal matters related to
Behringer Harvard’s multifamily platform. Prior to the formation of the first Behringer Harvard
sponsored multifamily program in 2006, Mr. Rosenberg was responsible for all legal aspects of
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Behringer Harvard’s private offerings. Prior to joining Behringer Harvard, Mr. Rosenberg was a -
corporate associate at the New York office of what was then Katten Muchin Zavis Rosenman LLP, a -
leading national law firm, where he represented private and public companies in a wide range of
corporate transactions, including acquisitions, divestitures, mergers, financings, joint ventures, private
placements and high-yield debt offerings. Mr. Rosenberg received a Bachelor of Arts degree from the
University of Wisconsin at Madison and a Juris Doctor degree from Emory University School of Law
in Atlanta, Georgia. Mr. Rosenberg is licensed as an attorney in- Texas and New York.

Key Personnel
The following individuals are non-executive personnel who are important to our success:

Andrew J. Bruce, 41, has served as the Senior Vice President—Capital Markets of our Advisor and
our property manager since September 2011. Prior to his current roles, Mr. Bruce served as Vice
President—Finance of our Advisor from September 2006 to September 2011 and Vice President—
Finance of our property manager from March 2008 to September 2011. Since February and January of
2012, respectively, Mr. Bruce has also served as Chief Financial Officer of Behringer Harvard
Opportunity REIT I and Behringer Harvard Opportunity REIT II. Mr. Bruce also serves as Chief
Financial Officer for Adaptive REIT. Mr. Bruce is responsible for managing the financing activities and
the finance group for the Behringer Harvard -sponsored programs. This includes the structuring and
placement of commercial debt for new acqulsltlons and developments, for the refinancing of existing
debt, and for fund level credit facilities. In addition, Mr. Bruce is responsible for mamtarmng existing
banking and lending relatronshlps as well as cultivating new relatronshlps Mr. Bruce also is charged
with analyzing and managing the programs use of derivatives and hedging instruments, and working
with the programs’ real estate professionals in their efforts to analyze potential new development
projects that the programs are considering.

Prior to joining Behringer Harvard, from 1994 to early 2006 Mr. Bruce worked for AMLI
Residential Properties Trust, formerly a New York Stock Exchange listed REIT, in Dallas and in
Chicago. While at AMLI, Mr. Bruce was responsible for placing AMLI’s secured and unsecured debt
and for overseeing the underwriting projections for new development projects, including acquisitions
made on behalf of the AMLI/BPMT joint venture. Mr. Bruce graduated from Western Michigan
University with a Bachelor of Business Administration degree. Mr. Bruce also earned a Masters in
Business Administration degree from the University of Chicago, and a CPA designation while working
in Illinois. ' , :

Robert T. Poynter, 56, has served as the Senior Vrce President and Chief Investment Officer of our
Advisor and a Senior Vice President of our property manager since September 2011. Prior to his
current roles, Mr. Poynter served as Vice President of our Advisor from Noyember 2006 to September.
2011 and Vice. Presrdent—-—Multlfamlly of our property manager from March 2008 to September 2011.
Mzr. Poynter is responsible for rev1ew1ng and improving existing policies regarding the multifamily ‘
investment and acquisition process for Behringer Harvard and for developing best practices for the
multifamily group. In this capacity Mr. Poynter also is responsible for sourcing, underwriting and
administering the multifamily investment and acquisition process for Behringer Harvard. ‘

Prior to joining Behringer Harvard, from October 1983 to September 2006, Mr. Poynter was
employed by JPL, a multifamily development and acquisition company. Mr. Poynter was a Senior Vice
President of several different JPI-affiliated entities and served as the Strategic Recapitalization Services
Partner. During that time;, Mr. Poynter worked on condominium and home sales, corporate housing,
third party property management services and acquisitions. Mr. Poynter is a licensed Real Estate
Broker in the state of Texas. Mr. Poynter received a Bachelor of Science degree from the Wharton
School at the University of Pennsylvania.
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James A. Fadley, 55, has served as the Senior Vice President of .our Advisor and property manager
since September 2011. Mr. Fadley is responsible for Behringer-Harvard’s multifamily due diligence and
transactional closing group. Prior to his current roles, Mr. Fadley served in a variety of capacities for
affiliates of our Advisor related to the multifamily due diligence and transactional closing group. Prior
to joining Behringer Harvard in June 2009, Mr. Fadley was employed from September.1986 to January
2009 by JPI, a multifamily development and acquisitions company: During his career at JPI, Mr. Fadley
held a variety of positions including Executive Vice President & Senior Operations Partner of
Investment Services and Co-Divisional President and Chief Investment Officer of JPI’s Student Living
Division. Mr. Fadley served as a member of JPI's Investment Committee, and was also responsible for
its design, implementation and administration. During his tenure at JPI, over $8 billion of apartment
properties were acquired, developed and sold. At JPI Mr. Fadley was responsible for managing JPT’s
business relationship with GE Capital, which included investor reporting, venture compliance and the
GE approval process. Mr. Fadley also served in a variety of aother roles at JPI including investment
analysis, asset management and dispositions, project capitalization and market research. Prior to joining
JPI, Mr. Fadley was employed by Arthur Andersen & Co. from July 1979 to August 1986 where he was
a manager in the audit division. In 1979, Mr. Fadley received his Bachelor of Business Administration,.
cum laude from Southern Methodist University.

Ross P. Odland, 45, has served as the Senior Vice President—Portfolio Management of our
Advisor and our property manager since September 2011. Prior to his current roles, Mr. Odland served
as Vice President of our Advisor from November 2007 to September 2011 and Vice President—
Portfolio Management of our property manager from March 2008 to September 2011. Mr. Odland is
responsible for developing investment strategies, sourcing, developing and managing joint venture
partnerships, and leading the asset management group for the multifamily group. Prior to joining
Behringer Harvard, from 2000 to 2007, Mr. Odland was Vice President of Portfolio Management at
AMLI Residential Propertles Trust, formerly a New York Stock Exchange listed REIT, where he
managed the company’s joint venture relationships and performed portfolio and asset management
duties for the company’s southwest region. From 1997 to 2000, Mr. Odland was a consultant with
Pricewaterhouse Coopers in the Real Estate Advisory Group. In this role, Mr. Odland performed
valuation, market research, and due diligence activities for publicly traded REITS and institutional real
estate funds. :

Mr. Odland holds a Bachelor of Business Administration degree from the University of Wisconsin-
Madison. Mr. Odland is a chartered financial analyst (CFA) and member of the CFA Somety of Dallas-
Fort Worth and a member of the Pension Real Estate Advisory Association.

Margaret M. “Peggy” Daly, 56, has served as the Senior Vice President—Property Management of
our property manager since September 2011. Prior to her current role, Ms. Daly served as Vice -
President of our property manager from September 2010 to September 2011. In addition to her
previous role since September 2010, Ms. Daly serves as Senior Vice President—Property Management
for Harvard Property Trust, an affiliate of our Advisor. Ms. Daly is responsible for development and
leadership of property management and operating platform for our assets. Ms. Daly has over 30 years
of experience in management of Class A multifamily assets. Prior to joining Behringer Harvard, from
March 2008 to April 2010, Ms. Daly was Executive Vice President of Property Management at Place
Properties LLP where she was responsible for the profitability, business development and performance
results of over 22,500 beds of student housing. From August 1988 to March 2008, Ms. Daly was with -
AMLI Residential Properties Trust, formerly a New York Stock Exchange listed REIT, where she
served as the Executive Vice President—National Director of Operations, Senior Vice President—
Revenue Management and Regional Vice President. From June 1979 to March 1988, Ms. Daly was a
Divisional Vice President of Property Management with Trammell Crow Residential.

Ms. Daly attended Virginia Polytechnic Institute in Business Administration. She served on the
board of directors of the Atlanta Apartment Association from 1996-2000, was a member of the
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Advisory Board for the school of Property Management at Virginia Polytechnic Institute, and has
served on expert panels at National Apartment Association (NAA), National Multi Housing Council
(NMHC) and Multifamily Executive conferences.

Section 16(a) Beneficial Ownership Repdrting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires each: director, officer
and individual beneficially owning more than 10% of a registered security of us to file with the SEC,
within specified time frames, initial statements of beneficial ownership (Form 3) and statements of
changes in beneficial ownership (Forms 4 and 5) of our common stock. These specified time frames
require the reporting of changes in ownership within two business days of the transaction giving rise to
the reporting obligation. Reporting persons are requlred to furnish us with copies of all Section 16(a)
forms filed with the SEC. Based solely on a review of the copies of such forms furnished to us during
and with respect to the fiscal year ended December 31, 2012, or written representations that no
additional forms were required, we believe that all required Section 16(a) flhngs were timely and
correctly made by reporting persons durmg 2012.

Code of Ethics

Our board of directors has adopted an Amended and Restated Code of Business Conduct Policy
that is applicable to all members of our board of directors, our executive officers and employees of our
advisor and its affiliates. We have posted the policy on the website maintained for us at
www.behringerharvard.com. If in the future we amend, modify or waive a provision in the Amended
and Restated Code of Business Conduct Policy, we may, rather than filing a Current Report on
Form 8-K, satisfy the disclosure requirement by posting promptly such information on the website

maintained for us as necessary.

Audit Committee Financial Expert

The Audit Committee consists of independent directors Sami S. Abbasi, the chairman, Roger D.
Bowler, Jonathan L. Kempner and E. Alan Patton. Our board of directors has determined that
Mr. Abbasi is an “audit committee financial expert,” as defined by the rules of the SEC. The biography
of Mr. Abbasi, including his relevant qualifications, is previously described in this Item 10. Our shares
are not listed for trading on any national securities exchange and therefore our audit committee
members are not subject to the independence requirements of the New York Stock Exchange
(“NYSE”) or any other national securities exchange. However, each member of our audit committee is
“independent” as defined by the NYSE.

Item 11. Executive Compensation
Executive Compensation

We do not directly compensate our named executive officers for services rendered to us, and we
currently do not intend to pay any compensation directly to our executive officers. As described in
Item 13, “Certain Relationships and Related Party Transactions” of this Annual Report on Form 10-K,
we pay our Advisor and its affiliates certain fees and reimbursements. We do not reimburse -our
Advisor directly or indirectly for the salary or other compensation of any of our executive officers.
Further, our Advisor sets its own compensation policy and pays compersation in its sole discretion,
independent of our business. Accordingly, we do not-have nor has our board of directors considered a
compensation policy or program for our executive officers and have not included a Compensatlon and
Discussion Analysis in this Annual Report on Form 10-K. :
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Directors’ Compensation

We pay each of our directors who are not employees of us or our Advisor or its affiliates an
annual retainer of $30,000 per year. In addition, we pay the chairman of our Audit Committee an
annual retainer of $10,000 per year and the chairmen of our Compensation and Nominating
Committees annual retainers of $5,000 per year. These retainers are paid quarterly in arrears. In
addition, we pay each of our directors who are not employees of us or our Advisor or its affiliates
(1) $1,500 for each board or committee meeting attended in person or by telephone and (2) $750 for
each written consent considered by the director.

All directors receive reimbursement of reasonable out- of-pocket expenses' incurred in connection
with attendance at meetings of our board of directors. If a director also is an employee of us, or an
employee of our Advisor or its affiliates, we do not pay compensation for services rendered as a.
director.

Under our Incentive Award Plan, we issued each of our non-employee directors, with the-
exception of Mr. Kempner who was not appointed as a director until 2008, 1,000 shares of restricted
common stock on the date he became a director in November 2006 and, after serving as a
non-employee director for one year, another 1,000 shares of restricted common stock in contemplation
of a second year of service as a non-employee director in November 2007. All of these restricted stock
awards are now fully vested. We have not issued any additional awards under the Incent1ve Award Plan.

The following table summarizes compensation earned or paid to the non- employee dlrectors during
2012:

Fees Earned .
or Paid All Other

in Cash®  Compensation lotal
Sami S. Abbasi.......... ... $113,500 $— $113,500
Roger D.Bowler ...................... $117,500 $—  $117,500
Jonathan L. Kempner .. ... ........u...n. $112,500 $— $112,500 .
E.AlanPafton . .. .......... ... u.0v... $117,500 $— $117,500

(a) This column includes fees earned in 2012, a portion of which were paid in 2013. The -
amounts paid in 2013 are: $20,500 for Mr. Abbasi, $22,250 for Mr. Bowler, $21,000 for
Mr. Kempner and $22 250 for Mr. Patton.

Incentive Award Plan

Our Incentive Award Plan was approved by our board of directors on November 14, 2006 and by
the stockholders on November 15, 2006 and later amended and restated and approved by our board of
directors on March 14, 2008. The Incentive Award Plan is administered by our Compensation
Committee and provides for equity awards to our employees, directors and consultants and those of
our advisor and its affiliates. The Incentive Award Plan authorizes the grant of non—quahﬁed and
incentive stock options, restricted stock awards, restricted stock units, stock appreciation rights,
dividend equivalents and other stock-based awards. A total of 10,000,000 shares have been authorized
and reserved for issuance under our Incentive Award Plan. There have been no awards since November
2007, and we currently have no plans to issue any additional awards under the Incentive Award Plan.

Compensatlon Committee Interlocks and Insider Participation

No member of our Compensat1on Committee served as an officer or employee of us or any of our
subsidiaries during the fiscal year ended December 31, 2012 or formerly served as an officer of us or
any of our subsidiaries. In addition, during the fiscal year ended December 31, 2012, none of our
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executive officers served as a member of a board of directors or compensation committee ‘of any entity
that has one-or more executive officérs serving as a member of our board-of directors or Compensation
Committee. ' o

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters
Securities Authorized for Issuance Under Equity Compensation Plans

The foﬂowing table gives information regarding our equity cofnpensation plans as of December 31,
2012; |

Number of securities to be Weighted-average

issued upon exercise of exercise price of Nuinb'er of se@rities remaining
outstanding options, outstanding options, available for future issuance

Plan Category warrants and rights warrants and rights  under equity compensation plans
Equity compensation plans _ o

approved by security holders — o= 9,994,000
Equity compensation plans not , : ; '

approved by security holders -N/A N/A N/A
Total ..ovveeee .. — - 9,994,000®

(a) All shares authorized for issuance pursuant to awards not yet granted under the Incentive Award
Plan. ' - ' ' “

Security Ownership of Certain Beneficial Owners and Management

The following table sets forth information as of December 31, 2012, regarding the beneficial
ownership of our common stock by each person known by us to own 5% or more of the outstanding
shares of common stock, our sponsor (Behringer Harvard Holdings), each of our directors, each named
executive officers, and our directors and executive officers as a group. The percentage of beneficial
ownership is calculated based on 167,542,108 shares of common stock outstanding as of December 31,
2012. ‘ ' )

Amount and Nature of Percentage of

Name of Beneficial Owner Beneficial Ownership® Class
Behringer Harvard Holdings® . .. ............ 24,969 *
Robert S. Aisner@@ .. .. L o 6,139 *
Sami S. Abbasi©® . ............. e e - 2,000 *,
Roger D. Bowler® . ................. e 4,000 *
Jonathan L. Kempner® . . .................. — —
E. Alan Patton©® . ......... e e 5,000 Lo
Robert J. Chapman©®© . . . .. . ... A : — C—
Mark T. Alfieri® . . ....................... 6,139 *

Howard S. Garfield®. ........ e e .. = —
Daniel J. Rosenberg® ... ..................

M. Jason Mattox©® ... . . L. | 1,228 *
Our sponsor and all current directors and '
executive officers as a group (10 persons) . . ... 49,475 *

*  Represents less than 1%

(a) For purposes of calculating the percentage beneficially owned, the number of shares of
common stock deemed outstanding includes 167,542,108 shares of common stock
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outstanding as of December 31, 2012; it does not include 1,000 shares: of convertible stock
owned by our ‘Advisor. Beneficial ownership is determined in accordance with the rules of
SEC that deem shares to be beneficially owned by any person or group who has or shares
voting and investment power with respect to such shares.

(b) Does not include 1,000 shares of convertible stock owned by our Advisor, an indirect
subsidiary of Behringer Harvard Holdings. Robert M. Behringer is the beneficial owner of
approximately 40% of-the outstanding limited liability company interests and beneficially
controls the voting of approximately 85% of the outstanding limited liability company
interests of Behringer Harvard Holdings.

(c) The address of Messrs. Aisner, Abbasi, Bowler, Kempner, Patton, Chapman, Alfieri,
Garfield, Rosenberg, and Mattox is c/o Behringer Harvard Multifamily REIT 1, Inc.,
15601 Dallas Parkway, Suite 600, Addison, Texas 75001.

(d) Does not include 24,969 shares of common stock owned by Behringer Harvard Holdings,
of which Mr. Aisner controls the disposition of approximately 4% of the limited liability
company interests, or 1,000 shares of convertible stock owned by our Advisor, an indirect
subsidiary of Behringer Harvard Holdings. Robert M. Behringer has the right to vote
Mr. Aisner’s interest in Behringer Harvard Holdings.

(¢) Does not include 24,969 shares of common stock owned by Behringer Harvard Holdings,
of which Mr. Chapman controls the disposition of approximately 1% of the limited
liability company interests, or 1,000 shares of convertible stock owned by our Advisor, an
indirect subsidiary of Behringer Harvard Holdings.

(f) Does not include 24,969 shares of common stock owned by Behringer Harvard Holdings,
of which Mr. Mattox controls the disposition of approximately 1.5%. of the limited liability
company interests, or 1,000 shares of convertible stock owned by our Advisor, an indirect
subsidiary of Behringer Harvard Holdings. Mr. Behringer has the right to vote
Mr. Mattox’s interest in Behringer Harvard Holdings.

Item 13. Certain Relationships and Related Transactions, and Director Independehce
Policies and Procedures with Respect to Related Party Transactions

We do not currently have written formal policies and procedures for the review, approval or
ratification of transactions with related persons, as defined by Item 404 of Regulation S-K of the
Exchange Act. Under that definition, transactions with related persons are transactions in which we
were or are a participant and the amount involved exceeds $120,000 and in which any related person
had or will have a direct or indirect material interest. Related parties include any executive officers,
directors, director nominees, beneficial owners of more than 5% of our voting securities, immediate
family members of any of the foregoing persons, and any firm, corporation or other entity in which any
of the foregoing persons is employed and in which such person has 10% or greater beneficial
ownership interest.

Our charter, however, contains provisions setting forth our ability to engage in certain transactions.
Our board reviews all of these transactions as well as any related party transactions. As a general rule,
any related party transaction must be approved by a majority of the directors not otherwise interested
in the transaction. In determining whether to approve or authorize a particular related party
transaction, these directors will consider whether the transaction between us and the related party is
fair and reasonable to us and has terms and conditions no less favorable to us than those available
from unaffiliated third parties. k
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Our Advisor and certain of its affiliates have earned fees and compensation in connection with
each of our public offerings and earn fees and compensation in connection with the acquisition;: debt
financing, and management of our assets.

We have no employees and are supported by related party service agreements. We are dependent
on our Advisor, our property manager, BHM Management, and their affiliates for certain services that
are essential to us, including, but not limited to, investment and disposition decisions, asset
management, financing, property management and leasing services and other general administrative
responsibilities. In the event that these companies become unable to provide us with the respective
services, we would be required to obtain such services from other sources, potentially incurring one
time transition costs and different recurring administrative expenses.

Certain of these services are provided through our advisory management agreement (the ‘“Advisory
Management Agreement”), as it has been amended and restated. The Advisory Management
Agreement may be renewed for an unlimited number of successive one-year terms. The current term of
the Advisory Management Agreement expires on July 1, 2013. Our board of directors has a duty to
evaluate the performance of our Advisor annually before the parties can agree to renew the agreement.

Prior to the termination of our Initial Public Offering on September 2, 2011, we were required to
reimburse the Advisor for organization and offering expenses related to our Initial Public Offering of
shares (other than pursuant to a distribution reinvestment plan) and any organization and offering
expenses previously advanced by the Advisor related to a prior offeting of shares to the extent not
previously reimbursed by us out of proceeds from the prior offering (“O&O Reimbursement”). Our
obligation to reimburse the Advisor was capped at 1.5% of the gross proceeds of the completed Initial
Public Offering exclusive of proceeds from the DRIP. For the year ended December 31, 2011, we
reduced our O&O Reimbursement by $0.6 million to adjust the O&O Reimbursement to the actual
amount to be disbursed to our Advisor. For the year ended December 31, 2010, we incurred O&O
Reimbursement of approximately $6.5 million. As of December 31, 2011, our Advisor had incurred
expenses related to the Initial Public Offering totaling approximately $30.8 million, of which
approximately $8.9 million has not been recognized by us as offering costs in accordance with the
Advisory Management Agreement.

Behringer Securities LP (“Behringer Securities™), an affiliate of our Advisor, served as the dealer
manager for the Initial Public Offering and received selling commissions of up to 7% of gross offering
proceeds. Behringer Securities reallowed all selling commissions to participating broker-dealers. In
connection with the Initial Public Offering, up to 2.5% of gross proceeds were paid to Behringer
Securities as a dealer manager fee. Behringer Securities reallowed a portion of its dealer manager fee
to certain broker-dealers that participated in the Initial Public Offering. No selling commissions or
dealer manager fees are payable on shares sold under our DRIP, and any DRIP offering expenses are
nominal. ' :

Because our Initial Public Offering terminated on September 2, 2011, we did not sell any shares of
common stock in our Initial Public Offering during the year ended December 31, 2012. The following
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presents the components of our sale of common stock, net related to our Initial Public Offering for the
years ended December 31, 2011 and 2010 (amounts in millions): :

For the Year Ended
December 31,

Sale of common stock ~ T2om 2010

GIOSS PTOCEEAS .« ¢ vttt ettt e e $593.8  $444.7
Less offering costs: : - .
O&O Reimbursement. ..« vvvvvo it vt e ieeiineaonnnn ' 0.6 (6.5)
Dealer manager fees. .. ......... ... ... ... e (14.8) (11.1)
Selling cCOMMISSIONS . . ..o v vvt it iei e e (40.0) (29.7)
Total offering costs . ......... ... ool (54.2) ~ (473)
Sale of common stock, net . . ... e i Ve $539.6  $3974

Our Advisor and its affiliates receive acquisition and advisory fees of 1.75% of (1) the contract
purchase price paid or allocated in respect of the development, construction or improvement of each
asset acquired directly by us, including any debt attributable to these assets, or (2) when we make an
investment indirectly through another entity, our pro rata share, based on our stated or back-end
ownershlp percentage, of the gross asset value of real estate investments held by that entity. Fees due
in connection with a development or improvements are based on amounts approved by our board of
directors and reconciled to actual amounts at the completion of the development or improvement. Our
Advisor and its affiliates also receive 1.75% of the funds advanced in respect of a loan or other
investment.

Our Advisor receives a non-accountable acquisition expense reimbursement in the amount of
0.25% of (1) the funds paid for purchasing an asset, including any debt attributable to the asset, plus
the funds budgeted for development, construction or improvement in the case of assets that we acquire
and intend to develop, construct or improve, and (2) funds advanced in respect of a loan or other
investment. We will also pay third parties, or reimburse the Advisor, for any investment-related
expenses due to third parties in the case of a completed investment, including, but not limited to, legal
fees and expenses, travel and communication expenses, Costs of appraisals accounting fees and
expenses, third-party brokerage or finder’s fees, title insurance, premium expenses and other closing
costs. In addition, to the extent our Advisor or its affiliates directly provide services formerly provided
or usually provided by third parties, including, without limitation, accounting services related to the
preparatlon of audits required by the SEC, property condition reports, title services, title insurance,
insurance brokerage or environmental services related to the preparation of environmental assessments
in connection with a completed investment, the direct employee costs and burden to our Advisor of
providing these services are acquisition expenses for which we reimburse our Advisor. In addition,
acquisition expenses for which we reimburse our Advisor include any payments made to (1) a
prospective seller of an asset, (2) an agent of a prospective seller of an asset, or (3) a party that has the
right to control the sale of an asset intended for investment by us that are not refundable and that are
not ultimately applied against the purchase price for such asset. Except as described above with respect
to services customarily or previously provided by third parties, our Advisor is responsible for paying all
of the expenses it incurs associated with persons employed by the Advisor to the extent dedicated to
making investments for us, such as wages and benefits of the investment personnel. Our Advisor is also
responsible for paying all of the investment-related expenses that we or our Advisor incur that are due
to third parties or related to the additional services provided by our Advisor as described above with
respect to investments we do not make, other than certain non-refundable payments made in
connection with any acquisition.
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For the years ended December 31, 2012, 2011, and 2010, our Advisor earned acquisition and
advisory fees, including the acquisition expense reimbursement, of approximately $7.3 million, $4.8
million, and $11.2 million, respectively. For the years ended December 31, 2012, 2011, and 2010,
approximately $5.0 million, $1.1 million, and $3.2 million of these amounts, respectively, were
capitalized to investments in unconsolidated real estate joint ventures. As of December 31, 2012, $6.1
million of acquisition and advisory fees, including the acquisition expense reimbursement, were subject
to final reconciliation to actual amounts as described above.

Our Advisor receives debt financing fees of 1% of the amount available to us under debt financing
which was originated, assumed or refinanced by or for us. Our Advisor may pay some or all of these
fees to third parties with whom it subcontracts to coordinate financing for us. For the years ended
December 31, 2012, 2011, and 2010, our Advisor has earned debt fmancmg fees of approximately $1.3
million, $2.3 million, and $2.6 million, respectlvely

Our Advisor receives a monthly asset management fee for each real estate related asset held by us.
The amount of the fee is dependent upon our performance with respect to reaching a modified-funds
from operations or MFFO coverage amount per quarter of $0.15 per share of our common stock
(equivalent to an annualized $0.60 per share). As modified, the asset management fee will be a
monthly fee equal to one-twelfth of the Applicable Asset Management Fee Percentage (“the AAMF
Percentage™) of the sum of the higher of the cost or value of our assets. Effective July 1, 2010, the
AAMF Percentage was 0.50% (reduced from 0.75% prior to July 1, 2010). The percentage will increase
to 0.75% following two' consecutive fiscal quarters during which our MFFO for each such fiscal quarter
equals or exceeds 80% of the MFFO coverage amount described above. Once the AAMF Percentage
has increased to 0.75%, it will not decrease during the term of the agreement, regardless of our MFFO
in any subsequent period. The percentage will increase further to 1.0% following two consecutive fiscal
quarters during which our MFFO for each such fiscal quarter equals or exceeds 100% of such MFFO
coverage amount. Finally, the percentage will return to 0.75% upon the first day following the fiscal
quarter during which our Advisor has, since July 1, 2010, earned asset management fees equal to the
amount of asset management fees our Advisor would have earned if the AAMF Percentage had been
0.75% every day since July 1, 2010. In no event will our Advisor receive more than the asset
management fee at the annual 0.75% rate originally contracted’ for, but will be at risk for up to
one-third of those fees and incentivized to grow our MFFO. Since July 1, 2010, the AAMF Percentage
has been 0. 50%

-For the years ended December 31, 2012, 2011, and 2010, our Advisor earned asset management
fees of approximately $6.6 million, $6.3 million, and $5.2 million,. respectively.

We will pay a development fee to our Advisor in an amount that is usual and customary for
comparable services rendered to similar projects in the geographic market of the project; provided,
however, we will not pay a development fee to an affiliate of our Advisor if our Advisor or any of its
affiliates elects to receive an acquisition and advisory fee based on the cost of such development. Our
Advisor has earned no development fees since our inception.

For multifamily communities with respect to which we have control over the selection of the
property manager and choose to hire BHM Management, property management services are provided
by BHM Management and its affiliates through a property management agreement (the “Property
Management Agreement”). In November 2012, the Property. Management Agreement was amended to
extend the term of the Property Management Agreement to June 30, 2013. In addition, at any time
prior to June 30, 2013, we may terminate the Property Management Agreement with 60 days prior
written notice.

Property management fees are equal to 3.75% of gross revenues. In the event that we contract
directly with a non-affiliated third party property manager in respect to a propeity, we pay BHM
Management or its affiliates an oversight fee equal to 0.5% of gross rental revenues of the property

149



managed. In no event will we pay both a property management fee and an oversight fee to BHM
Management or its affiliates with respect to a particular property. We reimburse the costs and expenses
incurred by BHM Management on our behalf, including the wages and salaries and other employee-
related expenses of all on-site employees of BHM Management and other out-of-pocket expenses that
are directly related to the management of specific properties.

For the years ended December 31, 2012, 2011 and 2010, BHM Management or its affiliates earned
property management fees, net of expenses to third party property managers but including
reimbursements to BHM Management, of $21.3 million, $3.6 million and $0.7 million, respectively.

As part of our reimbursement of administrative expenses, we reimburse our Advisor for any direct
expenses and costs of salaries and benefits of persons employed by our Advisor performing advisory
services for us, provided, however, that we will not reimburse our Advisor for personnel employmént
costs incurred by our Advisor in performing services under the Advisory Management Agreement to
the extent that the employees perform services for which the Advisor receives a separate fee other than
with respect to acquisition services formerly provided or usually provided by third parties. We also do
not reimburse our Advisor for the salary or other compensation of our executive officers.

For the years ended December 31, 2012, 2011, and 2010, Qﬁr Advisor was reimbursed
approximately $1.8 million, $1.9 million, and $2.2 million, respectively.

During the year ended December 31, 2012, our Advisor waived the difference between asset
management fees calculated on the basis of value of our investments and asset management fees
calculated on the basis of cost of our investments, resulting in waivers of totaling approximately $0.6
million.

Director Independence

Although our shares are not listed for trading on any national securities exchange and therefore
our board of directors is not subject to the independence requirements of the NYSE or any other
national securities exchange, our board of directors has evaluated whether our directors are
“independent” as defined by the NYSE. The NYSE standards provide that to qualify as an
independent director, in addition to satisfying certain brlght -line criteria, our board of directors must
affirmatively determine that a director has no material relationship with us (either directly or as a
partner, stockholder or officer of an organization that has a relationship with us). Consistent with these
considerations, after review of all relevant transactions or relationships between each director, or any of
his family members, and Behringer Harvard Multifamily REIT I, our senior management and our
independent registered public accounting firm, our board of directors has determined that the majority
of the members of our board of directors, and each member of our audit committee, compensation
committee and nominating committee, is “independent” as defined by the NYSE.

Item 14. Principal Accountant Fees and Services

Independent Registered Public Accounting Firm

Deloitte & Touche LLP has served as our independent registered public accounting firm since
November 14, 2006. Our management believes that Deloitte & Touche LLP is knowledgeable about our
operations and accounting practices and is well qualified to act as our 1ndependent registered public
accounting firm.

Audit, Audit-Related, Tax and Other Fees

The following table presents fees for professional services rendered by our independent registered
public accounting firm, Deloitte & Touche LLP, the member firms of Deloitte Touche Tohmatsu, and

150



their respective affiliates (collectively, “Deloitte & Touche™) for the audits of our annual financial
statements for the years ended December 31, 2012 and 2011:

2012 2011
Audit fees® . ... $482,000 $630,000
Audit-related fees® . . .. ... — 186,000
Tax fees©@ .. ... . e RN —_— —
All other fees ... .ottt i e e e e — —
Total fees . ..o oo i it e e $482,000 $816,000

(a) Audit fees consist principally of fees for the audit of .our annual consolidated financial
statements and review of our consolidated financial statements included in our quarterly
reports on Form 10-Q.

(b) Audit-related fees consist of professional services performed in connection with a review
of registration statements, as amended, for the public offerings of our common stock
“audits and reviews of historical financial statements for property acquisitions (including
compliance with the requirements of Rules 3-05, 3-06, 3-09 or 3-14) and Sarbanes-Oxley
Act, Section 404 advisory services.

(c) Tax fees consist principally of assistance with matters related to tax compliance, tax
planning and tax advice.

The Audit Committee considers the provision of these services to be compatlble with malntalnmg
the independence of De101tte & Touche.

Audit Committee’s Pre-Approval Policies and Procedures

The Audit Committee must approve any fee for services to be performed by our independent
registered public accounting firm in advance of the service being performed. For proposed projects
using the services of our independent registered public accounting firm that are expected to cost under
$25,000, the Audit Committee will be provided information to review and must approve each project
prior to commencement of any work. For proposed projects using the services of our independent
registered public accounting firm that are expected to cost $25,000 and over, the Audit Committee will
be provided with a detailed explanation of what is being included and asked to approve a maximum
amount for specifically identified services in each of the following categories: (1) audit fees;

(2) audit-related fees; (3) tax fees; and (4) all other fees for any services allowed to be performed by
the independent registered public accounting firm. If additional amounts are needed, the Audit
Committee must approve the increased amounts prior to the previously approved maximum being
reached and before the additional work may continue. Approval by the Audit Committee may be
granted at its regularly scheduled meetings or otherwise, including by telephonic or other electronic
communications. We will report the status of the various types of approved services and fees, and
cumulative amounts paid and owed, to the Audit Committee on a regular basis.

The Audit Committee approved all of the services provided by, and fees paid to, Deloitte &
Touche during the years ended December 31, 2012 and 2011.
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| PART IV
Item 15. Exhibits, Financial Statement Schedules
(a) List of Documents Filed.
1. Financial Statements

The list of the financial statements filed as part of this Annual Report on Form 1() K is set
forth on page F-1 herein. -

2. Financial Statement Schedules

Schedule II—Valuation and Qualifying Accounts
Schedule III—Real Estate and Accumulated Depreciation
Schedule IV—Mortgage Loans on Real Estate

3.  Exhibits

The list of exhibits filed as part of this Annual Report on Form 10-K i IS set forth in the
Exhibit Index following the financial statements in response to Item 601 of Regulation S-K.

(b) - Exhibits.

The exhibits filed in response to Item 601 of Regulatlon S- K are hsted on the Exh1b1t Index
attached hereto.

(c) Financial Statement Schedules.

All financial statement schedules, except for Schedules II, 11§ and IV (see (a) 2. above), have been.
omitted because the required information of such schedules is not present, is not present in
amounts sufficient to require a schedule or is included in the financial statements..
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SIGNATURES

-Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

BEHRINGER HARVARD MULTIFAMILY
'REIT I, INC.

Dated: March 1, 2013 _ By: /s/ ROBERT S. AISNER
R ' Robert S. Aisner
Chief Executive Officer

Pursuant to the requirements of the Securities Exchahge Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates
indicated.

March 1, 2013 S /s/ ROBERT S. AISNER .,

Robert S. Aisner
Chief Executive Officer and Director

March 1, 2013 . /s/ HOWARD S. GARFIELD

Howard S. Garfield
Chief Financial Officer, Chief Accounting Officer
and Treasurer

March 1, 2013 /s/ ROBERT J. CHAPMAN

Robert J. Chapman
President

March 1, 2013 /s/ SAMI S. ABBASI

Sami S. Abbasi
Director

March 1, 2013 /s/ ROGER D. BOWLER

Roger D. Bowler
Director

March 1, 2013 ' /s/ JONATHAN L. KEMPNER

Jonathan L. Kempner
Director

March 1, 2013 ' v /s/ E. ALAN PATTON

E. Alan Patton
Director
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REPORT OF INDEPENDENT REGISTERED. PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Behringer Harvard Multifamily REIT I, Inc.,
Addison, Texas

We have audited the accompanying consolidated balance sheets of Behringer Harvard Multifamily
REIT 1, Inc. and subsidiaries (the “Company”) as of December 31, 2012 and 2011, and the related
consolidated statements of operations, equity, and cash flows for each of the three years in the period
ended December 31, 2012. Our audits also included the financial statement schedules listed in the:
Index at Item 15. These financial statements and financial statement schedules are the responsibility of
the Company’s management. Our responsibility is to express an opinion on the financial statements and
financial statement schedules based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. The
Company is not.required to have, nor were we engaged to perform, an audit of its internal control over
financial reporting. Our audits included consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence,
supporting the amounts and disclosures in the financial statements, assessing the accounting prmcrples
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opmron

In our opinion, such consolidated financial statements present fairly, in all material respects the
financial position of Behringer Harvard Multifamily REIT I, Inc. and subsidiaries at December 31, 2012
and 2011, and the results of their operations and their cash flows for each of the three years in the
period ended December 31, 2012, in conformity with accounting principles generally accepted in the
United States of America. Also, in our opinion, such financial statement schedules, when considered. in
relation to the basic consolidated financial statements taken as a whole present farrly in all materlal
respects the information set forth therein. o

/s/ Deloitte & Touche LLP

Dallas, Texas
March 1, 2013



Behringer Harvard Multifamily REIT I, Inc.
Consolidated Balance Sheets -

(in thousands, except share and per share amounts)

Assets
Real estate : R . ,
Land. .. ........ . ...c... e e e e P A s e e e e
Buildings and improvements . ... .. e T A T AT

Less accumulated depreciation . . . ..., .. .. . e

Netoperatmgrealestate.,.......;....' ....... D e

Constructlon in progress, 1nclud1ng land ($46 1 million related to VIEs as of
"December 31,2012) ... LU e e e

Total real estate, net . . ............. AP L e R,

Assets heldforsale . .. ..o vt i i i e e
Investments in and advances to unconsohdated real estate ]omt Ventures . . ... ... ..,
Cash and cash'equivalents . .................0 ... ... .. ..... ool
Intangibles; net. .. ... ...... e S R A
Other @SSetS, MEL . o & i v ittt e vttt e e e e e e e R

Total assets ........ F A P e

Liabilities and equity '

Liabilities ' , , v
Mortgage loans payable . ... ............... N
Credit facility payable ... ... B ......
Liabilities related to assets held forsale ....... ... ..oy e
Accounts payable and other liabilities ($1.3 million related to VIEs as of December 31,

20120 i e e e e i

Deferred lease revenues and other related liabilities, net. . . . ... ... .. ..... S

Distributions payable . . . . .. ... ...
Tenant security depOSItS . . . . . o v e

Total labilities . . .. .. ... ... .. ... e
Commitments and contingencies

Redeemable, noncontrolling interests . . . . .. ...... ... ... . i e

Equity

Preferred stock, $.0001 par value per share; 124,999,000 shares authorized, none
OULSEANAING . . . o . v ot it i e e e e e e

Non-participating, non-voting convertible stock, $.0001 par value per share; 1,000 shares
authorized, 1,000 shares issued and outstanding . . ... ........ .. .. ...

Common stock, $.0001 par value per share; 875,000,000 shares authorized, 167,542,108
and 165,086,701 shares issued and outstanding at December 31, 2012 and 2011,
TESPECHIVELY . . . o o e e e e

Additional paid-in capital . . .. ... ... L e e

Cumulative distributions and net loss . . . ... .. ... i i e

Total equity attributable to common stockholders . .. ........... ... ... ...,
Non-redeemable, noncontrolling interests .. ............. oL,

Total equity . . .. ... . .. e e
Total liabilities and equity . . . . . .. ... ... ... .. . ...

See Notes to Consolidated Financial Statements.

F-3

December 31,  December 31,
© 2012 2011
$ 327,946 $ 308,496
1,849,483 1,728,864
2,177,429 - . 2,037,360
(123,360) (39,451)

| 2,054,069 1,997,909

151,605 15,729

2,205,674 2,013,638

' — 26,543

3,030 23,430
450,644 655,495
19,063 39,802 -
66,282 46,816
$2,744,693  $2,805,724

$ 979558  § 914,467

"~ 10,000 10,000

— 16,130
32,212 - 22,725
17,497 16,680
4,980 8,413
4,059 3,762
1,048,306 992,177
8,585 8,539

17 17
1,523,646 1,502,010
(201,211) (110,090)
1,322,452 1,391,937
365,350 413,071
1,687,802 1,805,008
$2,744,693 $2,805,724




Behringer Harvard Multifamily REIT I, Inec.

Consolidated Statements of Operations

(in thousands, except per share amounts)

Rental revenues . . . ... ... . ... . i e

Expenses
Property operating expenses . ............. e
Realestate taxes .. ....... ...
Asset management fees ... ...... ...t
General and administrative eXpenses . . .............ccoeuu...
AcCquiSItion EXPENSES. . . v v vt e
Interest €Xpense . . .. .o vttt e e
Depreciation and amortization .................. .. ... ....

Total eXpenses . . .. ...ttt i e e

Interest inCOME . . . ...t i ittt e
Gain on revaluation of equity on business combinations. ..........
" Gain on sale of joint venture interests .............. e
Loss on early extinguishmentofdebt ........................
Equity in loss of investments in unconsolidated real estate joint
VEITUTES . . o ottt ettt e et e et e e ettt

Income (loss) from discontinued operations:
Income (loss) from discontinued operations . . ... .............
Gainonsale ofrealestate ................. ..o,

Netincome (I0SS) ... ....... .ttt

Net (income) loss attributable to noncontrolling interests:
Redeemable noncontrolling interests in continuing operations . . . . .
Non-redeemable noncontrolling interests in continuing operations . .
Non-redeemable.noncontrolling interests in discontinued operations

Net income (loss) attributable to common stockholders . ..........
Weighted average number of common shares outstanding .........

Basic and diluted income (loss) per common share:
Continuing operations . . .............oetiit .
Discontinued Operations . . . .. .........c. it

Basic and diluted income (loss) per common share . . .. ... .......

Amounts attributable to common stockholders:
Continuing operations . ... .. e e
Discontinued operations . . . ........ovvviiiie . e

Net income (loss) attributable to common stockholders . ..........

For the Year Ended
December 31,

2012 2011 2019
$188,563 § 67,448 § 28,868
51,426 20,328 8,679
23,716 - 9,248 3,967
6,635 6,307 5,146
10,848 4,570 4,242
2,508 6,163 10,775
34271 11,245 4,916
109,388 38,813 20,147
238,792 - 96,674 57,872
7,229 3360 1,376
1,723 121,938 —
— 5,724 —
(502) — —
(1,247)  (7.877)  (6,892)
- (819) — —
(43,845) - 93919  (34,520)
340 569 (50)
13,312 — —
(30,193) 94,488  (34,570)
1,825 274 —
15,854 4,004 —
- (134) —
$(12,514) $ 98,632 $(34,570)
166,178 138,111 83,532
$ (016) $ 071 $ (0.41)
0.08 — —
$ (008) $ 071 $ (0.41)
$(26,166) $ 98,197  $(34,520)
13,652 435 (50)
$(12,514) $ 98,632 $(34,570)

. See Notes to Consolidated Financial Statements.

F-4



Balance at January 1, 2010 . . . .

Net loss
Sales of common stock, net . . . .
Redemptions of common stock .
Distributions:
Declared on common stock . .
Stock issued pursuant to
distribution reinvestment plan,

Balance at December 31, 2010 . .

Net income (loss)
Sales of common stock, net . . . .
Redemptions of common stock .
Distributions:
Declared on common stock . .
Noncontrolling interests . . . .
Acquisition of noncontrolling
interests
Sale of noncontrolling interests .
Stock issued pursuant to
distribution reinvestment plan,

Balance at December 31, 2011 . .

Net loss
Redemptions of common stock .
Acquisition of controlling
interest
Acquisitions of noncontrolling
interests
Sale to noncontrolling interest . .
Contributions by and adjustments
of noncontrolling interests . . .
Distributions:
Declared on common stock—
regular
Declared on common stock—
special
Noncontrolling interests
Stock issued pursuant to
distribution reinvestment plan,

Balance at December 31, 2012 . .

Behringer Harvard Multifamily REIT 1, Inc.
Consolidated Statements of Equity- -
' (in thousands)

Convertible Stock Common Stock

Cumulative
Distributions and

Additional Net Income (Loss)
Number Par Number Par Paid-in  Noncontrolling to Common Total
of Shares Value of Shares Value Capital Interests Stockholders Equity

1 $— 57,098 $5 $ 486,880 $ — $ (35,868) $ 451,017
— — — — — — (34,570) (34,570)
— — 44,626 5 397,406 — — 397,411
— — 1,837y — (16,029) — — (16,029)
— — - — — — (55,303) (55,303)
— — 2,973 — 28,243 — — 28,243

1 $— 102,860 $10 $ 896,500 . $ — $(125,741) $ 770,769
— — — — — (3,870) 98,632 94,762
— — 59,550 7 539,554 — - 539,561
— — (1,969) (17,780) — — (17,780)
— — —_ —_ — — (82,981) (82,981)
— — — — — 7,573 — 7,573
— — — — — 360,405 — 360,405
— — — — 39,596 . 48,963 — 88,559
— — 4,646 — 44,140 — — 44,140

1 $— 165,087 $17  $1,502,010 $413,071 $(110,090) $1,805,008
— — — — — (15,854) (12,514) (28,368)
— —_ 1,734 — (15,522) — — (15,522)
— — — — — 1,018 — 1,018
— — — — (3,746) (9,757) — (13,503)
— —_ - —_ 1,178 (1,178) -
— — — — — 7,783 — 7,783
— — — — — — (68,638) (68,638)
— — — — — — (9,969) (9,969)
— — — — — (29,733) — (29,733)
— — 4,189 — 39,726 — — 39,726

1 $— 167,542  $17 $1,523,646 $365,350 $(201,211) $1,687,802

See Notes to

Consolidated Financial Statements.
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Behringer Harvard Multifamily REIT I, Inc.
Consolidated Statements of Cash Flows -
(in thousands)

For the Year Ended
. December 31,
2012 2011 2010
Cash flows from operating activities
Netincome (I0SS) . . . . .\ v ittt e e e e . $(30,193) $ 94,488 $ (34,570)
Adjustments to reconcile net income (loss) to net cash provided by operating activities: .
Gain on revaluation of equity on business combinations . . .. ... ..................... (1,723)  (121,938) —
Gain on sale of joint venture interests . . . . . . . . . ... — (5,724) —
Gainonsaleof realestate . . . ... . .. .. ... e (13,312) — —
Loss on early extinguishment of debt . . . . . ... .. ... . . e e 502 — —
Equity in loss of investments in unconsolidated real estate joint ventures .. ................ 1,247 7877 6,892
Distributions received from investments in unconsolidated real estate joint ventures . . . .. ....... 170 14,576 7,717
Depreciation . .. .. .........ciuiiiaan e e e 83,909 28,690 13,325
Amortization of deferred financing costs and debt premium/discount . . . ... ... ... ... (950) 1,674 973
Amortization of intangibles . . . . .. .. ... o L o o e e 23,606 9,453 7,218
Amortization of deferred lease revenues and other related liabilities . . . .. ................ (1,406) (1,387) (1,381)
Other,net. .. ........... e e e et e e e e e e e e e e e e 1,073 — —
Changes in operating assets and liabilities: )
Accounts payable and other liabilities . . . . . . ... .. ... PR 2,286 5,265 2,922
OLhET 8SSEES . . v o v v v e e e e e e e et e e e e e e e e e e e e (1,858) (1,323) (503)
Cash provided by operating activities . . . . . . . . . . ... ... e 63,351 . 31,651 2,593
Cash flows from investing activities
Additions to real estate:
Acquisition of real estate, net of cash acquired of $1.5 million and $14.3 million for the years ended "

December 31, 2012 and 2011, TeSPECHYELY . . . . . o o o vt vt e e e e e e e (67,583)  (173,263)  (371,848)
Additions to existing real €state . . . . . . ... L. e e e e (6,629) (3,766) (2,088)
Construction in progress, including land . . . . . . .. ... . L o o e (123,863) (2,236) (905)

Proceeds from sale of real estate, net . . . . . . . . . L L i e e e e e 23,902 50,556 —
Proceeds from sale of joint venture inferests . . . . . . . . . ... ... e e — 101,041 —
Investments in unconsolidated real estate jOINt VENtUreS . . . . . . . . ot v i u it i (3,119) (32,143)  (187,267)
Acquisitions of noncontrolling interests, includingcash . . ... ...... ... ... ... .o o ... (20,324) 14,202 —
Investment in short-term INVESEMENES . . . . . . . . . o .o e s (25,000) — —
Proceeds from short-terminvestments . . . . . . .. .. . ... e e e 25,000 — —
Advancesonmotesreceivable . . . . .. L L s (37,789) (22,426) -
Collections on notes and other receivables . . . . . . . . .. . . i i e e e 19,930 — —_
Return of investments in unconsolidated real estate joint ventures. . . . .. ......... e e —_ 56,202 101,523
Escrow deposits . . . . . . .. e e e e (5,025) 2,137 (731)
Other, NEt . . . . . v e e e e e e e (1,115) (@) 112
Cash used in investing activities . . . . . .. ... .. ... ... . ... Lo e (221,615) (9,703)  (461,204)
Cash flows from financing activities
Proceeds from sales of common stock . . ... .......... SN Ve — 593,841 444,682
Mortgage proceeds . . . . . i i e e e e e e e e e e e 233,753 269,365 15,820
Mortgage Principal PAYMENLS . . . . o v o v v v e e e e e e e e e e e e e e e e e (202,688)  (120,518) (535)
Credit facility proceeds . . . . . . .. .. e e e e —_— 190,000 170,000
Credit facility payments . . . . .. ..ttt e e e e e e e e — (244,000)  (106,000)
Offering Costs paid . . . . . . . . .o e e e e — (57,154) (46,018)
Contributions from noncontrolling interests . . . . . . . . . .. L e 13,205 10,286 —
Distributions paid on common stock—regular . ... ... .. JR (32,344) (35,600) (25,143)
Distributions paid on common stock—special . . . . ... .. ... L L Lo o e (9,969) — —
Distributions paid to noncontrolling interests . . . . ... .. e (29,733) (2,806) —
Redemptions of common StOCK . . . . . . . . e e (15,522) (17,780) (16,018)
Other, met . . . . L L. e e (3.289) (4,693) (3,111)
Cash (used in) provided by financing activities . . . . . .. ... ... ... .. .. ... .. . . (46,587) 580,941 433,677
Net change incash and cash equivalents . . . ... ......... ... ... ... .. ... ... ... (204,851) 602,889 (24,934)
Cash and cash equivalents at beginning of year . . . . . .. .......... ... ... . . . o o 655,495 52,606 717,540
Cash and cash equivalents at end Of Year . . . . . ... .ottt ittt i e e $ 450,644  $ 655495 § 52,606

See Notes to Consolidated Financial Statements.
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Behringer Harvard Multifamily REIT I, Inc.
Notes to Consolidated Financial Statements

1. Organization and Business
Organization

Behringer Harvard Multifamily REIT I, Inc. (which, together with its subsidiaries as the context
requires, may be referred to as the “Company,” “we,” “us,” or “our”) was organized in Maryland on
August 4, 2006. We invest in, develop and operate high quality multifamily communities. These
multifamily communities include conventional multifamily assets, such as mid-rise, high-rise, garden
style, and age-restricted properties, typically requiring residents to be age 55 or older. We may also
invest in other types of multifamily communities, such as student housing. Our targeted communities
include existing “core” properties, which we define as properties that are already stabilized and,
producing rental income, as well as properties in various phases of development, redevelopment, lease
up or repositioning with the intent to transition those properties to core properties. Further, we may
invest in other types of commercial real estate, real estate-related securities, and mortgage, bridge,
mezzanine, land or other loans, or in entities that make investments similar to the foregoing. We

completed our first investment in April 2007.

~ We invest in multifamily communities that may be wholly owned by us or held through joint
venture arrangements with institutional or other real estate investors which we define as
“Co-Investment Ventures.” These are predominately equity investments but also include debt -
investments, consisting of mezzanine and land loans. If a Co-Investment Venture makes an equity or
debt investment in a separate entity with additional third parties, we refer to such a separate entity as a
“Property Entity.”

We have investments in 51 multifamily communities as of December 31, 2012. We wholly own nine
multifamily communities and three debt investments for a total of 12 wholly owned investments.
Additionally, we have an ownership interest in-39 multifamily communities through 38 separate
Co-Investment Ventures, including one unconsolidated multifamily community which holds only a debt
investment. Of the 51 multifamily communities with equity and debt investments, 36 are stabilized
operating properties, one is in lease up and 14 are in various stages of development.

Our Co-Investment Ventures are principally with Behringer Harvard Master Partnership I LP (the
“BHMP Co-Investment Partner”) and Milky Way Partners, L.P. (the “MW Co-Investment Partner”).
We refer to our Co-Investment Ventures with the BHMP Co-Investment Partner as “BHMP CO-JVs”
and those with the MW Co-Investment Partner as “MW CO-JVs.” We also have other Co-Investment
Ventures with other real estate developers/owners, primarily to develop multifamily communities. As of
December 31, 2012 and 2011, all of our investments in Property Entities with an additional third party
equity owner have been made through BHMP CO-JVs. If specifically referred to by its context, we will
name the BHMP CO-JV, the MW CO-JV, other Co-Investment Ventures or the Property Entity.

The table below presents a summary of the number of each type of Co-Investment Venture and
our effective ownership ranges based on our share of contributed capital directly or mdlrectly in the -
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Behringer Harvard Multifamily REIT L, Inc.
Notes to Consolidated Financial Statements (Continued)

1. Organization and Business (Continued)

multifamily community. Unless otherwise noted, all are reported on the consolidated basis of
accounting.

December 31, 2012 ’ - December 31, 2011°

~ Number of T . Number of -
Co-Investment Effective . Co-Investment -  Effective
Ventures Ownership Ventures Ownership

BHMP CO-JVs g v . ,

With no other Co-Investment S B . L

Partners® . . ... ... .. ... 9 - " 55%to74% ¢ 8 - 559%
With no other Co-Investment Partner o ’ IR ' :
“unconsolidated .. .............. 1 55% — o —

With Property Entities . ........... 5 51% to 55% - 5 33% to 55%

With Property Entity, unconsohdated —_ = 1 4%
MWCO-JVS ..o i e e i 15 55% 15 55%
Other Co-Investment Ventures . ....... 8 - 7 80% to 100%™ 1 - 90%"

' 38 .30 '

(a) One of the BHMP CO-JVs, Renaissance, includes investments in two multifamily communities,
one that is operating and one that is in development.

(b) ' For three of our other Co-Investment Ventures, all of the developer’s initial contrlbuted cap1ta1 has
been returned to the developer, and we have 100% of the contrlbuted capltal in the Co- Investment
Venture as of December 31, 2012. : » ~ :

We have no employees and are supported by related party service agreements We are externally
managed by Behringer Harvard Multifamily Advisors I, LLC (“Behringer Harvard Multifamily '
Advisors I” or the “Advisor”), a Texas limited liability company. The Advisor is responsible for -
managing our affairs on a day-to-day basis and for identifying and making real estate investments on
our behalf. Substantially all of our business is conducted through our indirectly wholly owned ‘operating
partnership, Behringer Harvard Multifamily OP I LP, a Delaware limited ‘partnership (“Behringer
Harvard Multifamily OP I””). Our wholly owned subsidiary, BHME, Inc., a Delaware corporation
(“BHMF Inc.”), owns less than 0.1% of Behringer Harvard Multifamily OP I as its sole general
partner. The remaining ownership interest in Behringer Harvard Multifamily OP I'is held as a limited
partner’s interest by our wholly owned subsidiary, BHMF Business Trust, a Maryland business trust.

We have elected to be taxed, and currently qualify, as a real estate investment trust (“REIT”) for
federal income tax purposes. As a REIT, we generally are not sub]ect to corporate-level income taxes.
To maintain our REIT status, we are required, among other requlrements to distribute annually at
least 90% of our “REIT taxable income,” as defined by the Internal Revenue Code of 1986, as
amended (the “Code”), to our stockholders. If we fail to qualify as a REIT in any taxable year, we
would be subject to federal income. tax on our taxable income at regular corporate tax rates. As of
December 31, 2012, we beheve we are in compliance with all applicable REIT requlrements
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Behringer Harvard Multifamily REIT 1, Inc.
Notes to Consolidated Financial Statements (Continued)

1. Organization and Business (Continued)
Offerings of Our Common Stock

In December 2007, we completed a private offering (the “Private Offering”), in which we sold
approximately 14.2 million shares of our common stock with gross offering proceeds of approximately
$127.3 million. Net proceeds, after selling commissions, dealer manager fees, and other offering costs,
were approximately $114.3 million.

On September 2, 2011, we termmated offering shares of common stock in the primary portion of
our initial public offering (the “Initial Public Offering”), in which we sold 146.4 million shares of our
common stock with aggregate gross primary offering proceeds of approximately $1. 46 billion. Net
proceeds, after selling commissions, dealer manager fees, and other offering costs, were approximately
$1.30 billion. Upon termination of our Initial Public Offering, we reallocated 50 million unsold shares
remaining from our Initial Public Offering to our distribution reinvestment plan (“DRIP”) As a result,
we are currently offering a maximum of 100 million total shares of our common stock- pursuant to.our
DRIP. The DRIP offering price was $9.50 per share until July 6, 2012, when the price was reduced to-
$9.45 per share, in connection with a special distribution of proceeds from a property sale. Effective
March 1, 2013, the DRIP offering price is $9.53 per share, in connection with a new estimated value
per share. As of December 31, 2012, we have sold approximately 12.8 million shares under our DRIP
for gross proceeds of approximately $121.1 million. There are apprommately 87.2 million shares
remaining to be sold under the DRIP.

Per the terms of our DRIP, we currently expect to offer shares under the DRIP for the next five
years, which would be the sixth anniversary-of the termination of our Initial Public Offering although
our board of directors has the discretion to extend the DRIP beyond that date, in which case we will
notify partlcipants of such extension. We may suspend or terminate the DRIP at any time by providing
ten days’ prior written notice to participants, and we may amend or supplement the DRIP at any time
by delivering notice to partlclpants at least 30 days prior to the effective 'date of the amendment or
supplement.

Our common stock is not currently hsted on a national securities exchange Dependlng upon
then-prevailing market conditions, we intend to begin to consider the process of listing or liquidation -
within the next three to five years, which is unchanged from the four to six years after the date of the-
termination of our Initial Public Offering as disclosed in the related offering documents.

2. Summary of ’Significant Accounting Policies
Basis of Presentation

" The accompanying consolidated financial statements include our consolidated accounts and the
accounts of our wholly owned subsidiaries. We also consolidate other entities in which we have a
controlling financial interest or ‘entities where we are determined to be the primary beneficiary.

Variable interest entities (“VIEs”) are ‘generally entities that lack sufficient equity to finance their
activities without additional financial support from other parties or whose equity holders lack adequate
decision making ability. T he primary benef1c1ary is required to consolidate’ a VIE for financial reporting
purposes. The determination of the primary beneficiary requires managenient to make significant
estimates and judgments about our rights, obligations, and economic interests in such entities as well as
the same of the other owners. See Note 7, “Variable Interest Entities” for further information about
our VIEs. For entities in which we have less than a controlling financial interest or entities with respect
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Behringer Harvard Multifamily REIT I, Inc.

Notes to Consolidated Financial Statements .(Continued)

2. Summary of Significant Accounting Policies: (Continued). ..

to which we are not deemed to be the:primary beneficiary, the entities-are accounted for using the
equity method of accounting. Accordingly, our share of the net earnings or losses:of these entities is -
included in consolidated net income. All inter- company accounts and transactions have been eliminated
in consolidation. S

Real Estate and Other Related Intangzbles
Acquzsmons

For real estate properties acquired by us or our Co-Investment Ventures class1fled as busrness
combinations, we determine the purchase price, after adjusting for contingent consideration and -
settlement of any pre-existing relationships. We record the’ acquired assets and liabilities based on thelr
fair values, including tangible assets (consisting of land, any associated rlghts bulldlngs and
improvements), identified intangible assets and 11ab111t1es asset retirement obligations, assumed debt,
other liabilities and noncontrolling interests. Identified 1ntang1ble assets and liabilities primarily consist
of the fair value of in-place leases and:contractual rights. Goodwill is recognized as of the acquisition
date and measured as the aggregate fair value of the consideratien transferred and any noncontrolling
interests in the acquiree over the-fair value of identifiable net-assets acquired. Likewise, -a bargain
purchase gain-is recognized in current earnings when the aggregate fair value of the consideration
transferred and any noncontrolling interests in the acquiree are less than the fair Value of the
identifiable net assets acquired.

The fair value of any tangible assets acquired is determined by Valuing the property as if it were. -
vacant, and the “as-if-vacant” value is then allocated to land, buildings and improvements. Land values
are derived from appraisals, and building values are calculated as replacement cost less depreciation or
estimates of the relative fair value of these assets using discounted cash flow analyses or similar
methods. When we acquire rlghts to use land or improvements through contractual rights rather than
fee simple interests, we determine the value of the use of these assets based on the relative fair value
of the assets after considering the contractual rights and the fair Value of similar assets. Assets acquired
under these contractual rights are classified as intangibles and amortlzed on a straight-line basis over
the shorter of the contractual term or the estimated useful life of the asset. Contractual rights related
to land or air rights that are substantively separated from depreciating assets are amortized over the
life of the contractual term or, if no term is provided, are classified as indefinite-lived mtanglbles
Intangible assets are evaluated at each reporting perlod to determine whether the 1ndeﬁn1te and finite
useful lives are appropriate.

We determine the value of in—place ‘lease values and tenant relationships based on our evaluation
of the specific characteristics of each tenant’s lease and our overall relationship with that respective
tenant. The aggregate value of in-place leases and tenant relationships are determined by applying a
fair value model. The estimates of fair value of in-place leases include an estimate of carrying costs
during the expected lease up periods for the respective leasable area considering current market
conditions. In estimating fair value of in-place leases, we consider items such as real estate taxes,
insurance, leasing' commissions, tenant improvements and othér operating expenses to execute similar
deals as well as projected rental revenue and carrying costs during the expected lease up period. The
estimate of the fair value of tenant relationships also includes our estimate of the likelihood of renewal.

We determine the value of above-market and below-market in-place leases for acquired properties
based on the preserit value (using an interest rate that reflects the risks associated with the leases -
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Behringér Harvard Multifamily REIT 1, Inc.
Notes to:Consolidated Financial Statements (Continued)

2. Summary of Significant Accounting Policies (Continued)

acquired) of the difference between (1) the contractual amounts-to be paid pursuant to the in-place -
leases and (2) estimates of current market lease rates for the corresponding in-place leases, measured
over a period equal to (i) the remaining non-cancelable lease term for above-market leases, or (ii) the
remaining non-cancelable lease term plus any fixed rate renewal options for below-market leases. We
record the fair value of above-market and below-market leases as intangible assets or intangible
liabilities, respectively, and amortize them as an adjustment to rental income over the above
determined lease term. Given the short-term nature of multifamily leases, the value of above-market or
below-market in-place leases are generally not material. '

We amortize the value of in-place leases acquired to expense over the remaining term of the
leases. The value of tenant relationship 1ntang1bles will be amortized to expense over the initial term
and any antICIpated renewal periods, but in no event will the amortization period for mtanglble assets
exceed the remaining depreciable life of the bu11d1ng Intangible lease assets are classified as intangibles
and intangible lease hablhtles are recorded within deferred lease revenues and other related llabllltles

We determine the falr value of assumed debt by calculating the net present value of the scheduled
debt service payments using interest rates for debt with similar terms and remaining maturities that-
management believes we could obtain. Any difference between the fair value and stated value of the
assumed debt is recorded as a discount or premium and amortized over the remaining-life of the loan.

Initial valuations are subject to change until our 1nformat10n is finalized, which i is no later than
12 months from the acqulsmon date. We have had no significant valuation changes for vaUISltlonS
prior to December 31, 2012.

Developments

We capitalize project costs related to the development and construction of real estate (including
interest and related loan fees, property taxes, insurance, and other direct costs associated with the
development) as a cost of the development. Indirect project costs that relate to several developments
are capitalized and allocated to the developments to which they relate. Indirect costs, not clearly
related to development and construction, are expensed as incurred. For each development,
capitalization begins when we determine that the development is probable and significant development
activities are underway. We suspend capitalization at such time as significant development activity
ceases, but future development is still probable We cease capitalization when the developments or
other improvements, including any portion, is completed and ready for its intended use, or if the
intended use changes such that capitalization is no longer appropriate. Developments or improvements
are generally considered ready for intended use when the cemflcates of occupancy have been issued
and the units become ready for occupancy

Depreciation

Buildings are depreciated over their estlmated useful lives ranging from 25 to 35 years, using the
straight-line method. Improvements are depreciated over their estimated useful lives ranging from 3 to
15 years using the straight-line method. Properties clas51f1ed as held for sale are not. depreciated.

Repairs and Maintenance :

Expenditures for ordinary repairs and maintenance costs are charged to expense as incurred.
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Behringér Harvard Multifamily REIT I, Inc.
Notes to Consolidated Financial Statements (Continued)

2. Summary of Significant Accounting Policies (Continued)
Impairment of Real Estate Related Assets and Investments in Unconsolidated Real Estate Joint Ventures

If events or circumstances indicate that the carrying amount of the property may not be
recoverable, we make an assessment of the property’s recoverability by comparing the carrying amount
of the asset to our estimate of the undiscounted future operating cash flows expected to-be generated
over the holding period of the asset including its eventual dlsposmon If the carrying amount exceeds
the aggregate undiscounted future operating cash flows, we recognize an impairment loss to the extent
the carrying amount exceeds the estimated fair value of the property. In addition, we evaluate v
indefinite-lived intangible assets for possible impairment at least annually by comparing the fair values
with the carrying values. The fair value of intangibles is generally estimated by Valuatlon of similar
assets.

~ For real estate we own through an investment in an unconsolidated real estate joint venture or
other similar real estate investment structure, at each reporting date we compare the estimated fair
value of our real estate investment to the carrying value. An impairment charge is recorded to the
extent the fair value of our real estate investment is less than the carrying amount and the decline in
value is determined to be other than a temporary decline. We' did not record any impairment losses for
the years ended December 31, 2012, 2011, or 2010. '

Assets Held for Sale and Discontinued Operations

Assuming we have no involvement after the sale of a multifamily community, the sale is considered
a discontinued operation. In addition, multifamily communities classified as held for sale are also
considered a discontinued operation. We generally consider assets to be held for sale when all
significant contingencies surrounding the closing have been resolved, which generally corresponds with
the actual closing date. Multifamily communities held for sale are reported at the lower of their
carrying value or their estimated fair value less costs to sell. :

Cash and Cash Egquivalents

We consider investments in bank deposits, money ‘market funds and highly-liquid cash 1nvestments
with original maturities of three months or less to be cash equlvalents

As of December 31, 2012, cash and cash equivalents consist of amounts held by the Company that
are available for our general corporate purposes and $19.0 million held by individual Co-Investment
Ventures that are available only for use in the business of the related Co-Investment Venture. Cash
held by individual Co-Investment Ventures are not restricted to specific uses within those entities,
however, the terms of the joint venture agreements limit the ability to distribute those funds to us or
use them for our general corporate purposes. Cash held by individual Co-Investment Ventures is
distributed from time to time to the Company and to the other Co-Investment partners in accordance
with their percentage interest. Cash distributions received by the Company from the individual
Co-Investment Ventures are then available for our general corporate purposes.

Investments in and Advances to Unconsolidated Real Estate Joint Venture

We or our Co-Investment Ventures account for certain investments in unconsolidated real estate
joint ventures using the equity method of accounting because we exercise significant influence over, but
do not control, these entities. These investments are initially recorded at cost, including any acquisition -
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Notes to Consolidated Financial Statements (Continued)

2. Summary of Significant Accounting Policies (Continued)

costs, and are adjusted for our share of equity in earnings and distributions. We report our share of
income and losses based on our economic interests in the entities.

We capitalize interest expense to investments in unconsolidated real estate joint ventures for our
share of qualified expenditures during their development phase.

We amortize any excess of the carrying value of our investments in joint ventures over the book
value of the underlying equity over the estimated useful lives of the underlying operating property,
which represents the assets to which the excess is most clearly related.

When we or our Co-Investment Ventures acquire a controlling interest in a previously
noncontrolled investment, a gain or loss on revaluation of equity is recognized for the differences
between the investment’s carrying value and fair value.

Noncontrolling Interests

Redeemable, noncontrolling interests are comprised of our consolidated Co-Investment Venture
partners’ interests in multifamily communities where we believe it is probable that we will be required
to purchase the partner’s noncontrolling interest. We record obligations under the redeemable
noncontrolling interests initially at a) fair value, increased or decreased for the noncontrolling interest’s
share of net income or loss and equity contributions and distributions or b) the redemption value if
redemption is probable. The redeemable noncontrolling interests are temporary equity not within our
control, and presented in our consolidated balance sheet outside of permanent equity between debt and
equity. The determination of the redeemable classification requires analysis of contractual provisions
and judgments of redemption probabilities.

Non-redeemable, noncontrolling interests are comprised of our consolidated Co-Investment
Venture partners’ interests in multifamily communities as well as Class A, preferred cumulative,
non-voting membership units (“Preferred Units”) issued by subsidiary REITS. We record these
noncontrolling interests at their initial fair value, adjusting the basis prospectively for their share of the
respective consolidated investments’ net income or loss or equity contributions and distributions. These
noncontrolling interests are not redeemable by the equity holders and are presented as part of
permanent equity.

Income and losses are allocated to the noncontrolling interest holder based on its economic
interests. ‘

Transactions involving a partial sale of a controlling interest that does not result in a change of
control are recorded at carrying value with no recognition of gain or loss. Any differences between the
cash received and the change in noncontrolling interest is recorded as a direct charge to additional
paid-in capital. Transactions resulting in a change in control are recorded at fair value with recognition
of a gain or loss upon de-consolidation of the business.

Other Assets

Other assets primarily include deferred financing costs, notes receivable, accounts receivable,
restricted cash, interest rate caps, prepaid assets and deposits. Deferred financing costs are recorded at
cost and are amortized using a straight-line method that approximates the effective interest method
over the life of the related debt. We evaluate whether notes receivable are loans, investments in joint
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2. Summary of Significant Accounting Policies (Continued)

ventures or acquisitions of real estate based on a review of any rights to participate in expected residual
profits and other equity and loan characteristics. ‘As of and for the years ended December 31, 2012 and
2011, all of our notes receivables were appropriately accounted for as loans. We account for our
derivative financial instruments, all of which are interest rate caps, at fair value. We use interest rate
cap arrangements to manage our exposure to-interest rate changes. We have not designated any of
these derivatives as hedges for accounting purposes, and accordingly, changes in fair value are
recognized in earnings. We did not have any derivative financial instruments as of December 31, 2011.

Revenue Recognition

Rental income related to leases is recognized on an accrual basis when due from residents or
commercial tenants, generally on a monthly basis. Rental revenues for leases with uneven payments and
terms greater than one year are recognized on a straight-line basis over the term of the lease. Any
deferred revenue is recorded as a liability within deferred lease revenues and other related liabilities.

Acquisition Costs

Acquisition costs for business combinations, which are expected to include most consolidated
property acquisitions other than land acquisitions, are expensed when it is probable that the transaction
will be accounted for as a business combination and the purchase will be consummated. Our acquisition
costs related to investments in unconsolidated real estate joint ventures are capitalized as a part of our
basis in the investment. Acquisition costs related to unimproved or non-operating land, primarily
related to developments, are capitalized. Pursuant to our Advisory Management Agreement (as defined
below), our Advisor is obligated to reimburse us for all investment-related expenses that the Company
pursues but ultimately does not consummate. Prior to the determination of its status, amounts incurred
are recorded in other assets. Acqulsltlon costs and expenses include amounts incurred with our Advisor
and with third parties.

Organization and Offering Costs

Prior to the termination of our Initial Public Offering in September 2011, our Advisor was
obligated to pay all of our Initial Public Offerlng and Private Offering organization and offering costs
and we were required to make reimbursements in accordance with the Advisory Management
Agreement, as amended. Organization expenses were expensed as incurred. Offering costs were
recogmzed based on estimated amounts probable of relmbursement and were offset against additional
paid-in capital. :

Redemptions of Common Stock ‘

We account for the possible redemption of our shares by classifying securities that are convertible
for cash at the option of the holder outside of equity. We do not reclassify the shares to be redeemed
from equity to a liability until such time as the redemption has been formally approved. The portion of
the redeemed common stock in excess of the par value is charged to additional paid-in capital.

Income Taxes

We have elected to be taxed as a REIT under Sections 856 through 860 of the Code and have
qualified-as a REIT since the year ended December 31, 2007. To qualify as a REIT, we must meet a

F-14



Behringer Harvard Multifamily REIT I, Inc.
Notes to Consolidated Financial Statements (Continued)

2. Summary of Significant Accounting Policies (Continued)

number of organizational and operatlonal requirements, including a requirement that we distribute at
least 90% of our REIT taxable income to our stockholders. As a REIT, we generally will not be subject
to federal income tax at the corporate level. We are organized and operate in such a manner as to
qualify for taxation as a REIT under the Code and intend to continue to operate in such a manner, but
no assurance can be given that we will operate in a manner so as to remain qualified as a REIT.

We have evaluated the current and deferred income tax related to state taxes, with réspect to
which we do not have a REIT exemption, and we have no significant tax liability or benefit as of
December 31, 2012 or 2011.

The carrying amounts of our assets and liabilities for financial statement purposes dlffer from our
basis for federal income taxes due to fair value accounting for business combinations, straight lining of
lease and related agreements and differing depreciation methods. The primary asset and liability
balance sheet accounts with differences are real estate, assets and liabilities held for sale, intangibles,
other assets, mortgage loans payable and deferred lease revenues and other related liabilities. As a
result of these differences, the carrying value for financial statement purposes exceeds our net federal
income tax basis as of December 31, 2012 by approximately $59.0 million.

We recognize the financial statement benefit of an uncertain tax position only after determmmg
that the relevant tax authority would more likely than not sustain the position following an audlt As of .
December 31, 2012 and 2011, we had no significant uncertain tax positions. :

Concentration of Credit Risk

We invest our cash and cash equivalents among several banking institutions and money market -
accounts in an attempt to minimize exposure to any one of these entities. As of December 31, 2012 -
and 2011, we had cash and cash equivalents deposited in certain financial institutions in excess of
federally-insured levels. We regularly monitor the financial stability of these financial institutions and
believe that we are not exposed to any significant credit risk in cash and cash equivalents.

Income (Loss) per Share

Basic earnings per share is calculated by dividing net earnings available to common stockholders by
the weighted average:common shares outstanding during the period. Diluted earnings per share is
calculated s1mllarly, except that during periods of net income it includes the dilutive effect of the
assumed exercise of securities, including the effect of shares issuable under our stock-based incentive
plans. During periods of net loss, the assumed exercise of securities is anti-dilutive and is not included
in the calculation of earnings per share.

The Behringer Harvard Multifamily REIT I, Inc. Amended and Restated 2006 Incentive Award
Plan (the “Incentive Award Plan”) authorizes the grant of non-qualified and incentive stock options,
restricted stock awards, restricted stock units, stock appreciation rights, dividend equivalents and other
stock-based awards. A total of 10 million shares has been authorized and reserved for issuance under
the Incentive Award Plan. As of December 31, 2012, no options have been issued. For the years ended
December 31, 2012, 2011 and 2010, 6,000 shares of the restricted stock have been included in the basic
and dilutive earnings per share calculation. ‘

As of December 31, 2012 and 2011, we had 1,000 shares of convertible stock issued and
outstanding, no shares of preferred stock issued and outstanding, and had no options to purchase
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shares of common stock outstanding. The convertible stock is not included in the dilutive earnings per
share because the shares of convertible stock do not participate in earnings : and would currently not be
convertible into any common shares, if converted o

Reportable Segments

Our current business consists of 1nvest1ng in and operatmg multlfamlly commumtles Substantlally
all of our consolidated net income (loss) is from investments in real estate propertres that we wholly
own or own through Co-Investment Ventures, the latter of which may be accounted for under the
equity method of accounting. Our management evaluates operating performance on an individual
investment level. However, as each of our investments has 51m11ar economic characterrstlcs in our
consolidated financial statements,’ ‘the Company is managed on an enterprlse-wrde basis with one
reportable segment.

Use of Estzmates in the Preparatwn of Fmanclal Statements

The preparation of consolidated financial statements in conformlty wrth GAAP requires
management to make estimates and assumptlons that affect the reported amounts included in the
financial statements and accompanying notes to consolidated financial statements. These estimates
include such items as: the purchase price allocations for real estate acqu1s1t1ons impairment of
long-lived assets, notes receivable and equity-method real estate investments; fair value evaluations;
earning recogmtlon of note receivable interest income, noncontrolling interests and equity in earnings
of investments in unconsolidated real estate joint ventures; depreciation and amortlzatron, and
allowance for doubtful accounts. Actual results could differ from those estimates. '

Reclassiﬁcations

Certain reclassifications have been made to the Consohdated Statement of Cash Flows for the '
years ended December 31, 2011 and 2010, to be consistent with 2012 presentation. For the years ended
December 31, 2011 and 2010, $2.0 million and $2.1 million, respectively, of deferred lease revenues and
other related liabilities previously reported in a separate line item on the Consolidated Statement of
Cash Flows are now included in accounts payable and other liabilities in cash flow provided by
operating activities. For the years-ended December 31, 2011 and 2010, $4.7 million and $3.1:million,
respectively, of financing costs paid previously reported in a separate:line item on the Consolidated
Statement of Cash Flows are now included in other, net in cash flow provided by financing activities. :
We believe these changes in presentation: s1mphfy the consolidated -statements of cash flow by
combmrng immaterialline items. : :

3. New Accountmg Pronouncements

In May 2011, the Financial Accounting Standards Board issued updated gurdance for fair value
measurements. The guidance amended existing guidance to provide common fair value measurements
and related disclosure requirements between GAAP and International Financial Reporting Standards.
This guidance is effective for fiscal years and interim periods beginning after December 15, 2011. The :.
adoption of this guidance did not have a material impact on our consolidated financial statements or
disclosures. See Note 15, “Fair Value of Derivatives and Financial Instruments” for our disclosures.
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4. Business Combinations
' Acquisitions of Real Estate

In April 2012, we acquired Pembroke Woods, a 240 unit multifamily corrfmuni_tj located in
Pembroke, Massachusetts, from a seller unaffiliated with us or our Advisor, for an aggregate gross
purchase price of $42.3 million, excluding closing costs.

In February 2012, the Grand Reserve BHMP CO-JV settled a dispute concerrung the
enforceability of an option agreement with the Grand Reserve Property Entity to acquire the Grand
Reserve, a 149 unit multifamily community located in Dallas, Texas. In the settlement, the Grand
Reserve BHMP CO-JV agreed to acquire the Grand Reserve multifamily community by repaying the
outstanding $26.2 million construction loan, assuming the other existing standard operating liabilities
and receiving $0.4 rnllllon in net cash and all other standard operating assets and liabilities. In
connection with the closing, we contributed the full amount of the cash acquisition consideration in
exchange for an additional 32.5% interest in the Grand Reserve BHMP CO-JV, increasing our stated,
controlling ownership in the Grand Reserve BHMP CO-JV to 87.5%. Prior to this transaction, the
Grand Reserve BHMP CO-JV had note receivables in the Grand Reserve Property Entity with a
carrying value of $5. 9 million. In conjunction with this: transaction, the note receivables were canceled.

In 2011 we acquired in separate transactlons three consolidated interests in multifamily
communities, Argenta (96%), West Village (55%) and Stone Gate (55%), totahng 711 units, for an
aggregate gross purchase price of approximately $194. 7 million. A portion of the aggregate purchase
price was funded with mortgage loan payables of $58.5 m11110n

Consolidation of Prekusly Unconsolidated Multtfamlly Communities

Effective July 31, 2012, the Veritas BHMP CO-JV converted its notes recelvable due from the
Veritas Property Entity, with a carrying value of $20.2 million, into an additional equity interest in the
Veritas Property Entity and became the general partner of the Veritas Property Entity. As a result of
these transactions, we now account for our investment in the Veritas Property Entity on the
consolidated basis of accountmg We also recorded a galn on revaluatlon of ‘equity of approxnnately
$1.7 million.

In April 2011, the Waterford Place BHMP CO-JV operatmg agreement was modlfled requiring us
to consolidate our 55% .ownership interest.in the Waterford Place BHMP CO-JV. No consideration was
paid in connection with the business combination. The principal asset of the Waterford Place BHMP
CO-JV was the Waterford Place multifamily community, which at the time of the business combination
was classified as held. for sale. We.recognized a gain of $18.1 millien related to the revaluation of our -
equity interest for the difference between our carrying value in the unconsolidated real estate joint
venture and the fair value of our ownership interest just before the modification.

~ In December 2011, we sold joint venture interests in six multifamily communities to the MW
Co-Investment Partner for an aggregate purchase price of $180.3 million, excluding closing costs. These
joint venture interests ranged from 15% to 45% interests in the following multifamily communities:
7166 at Belmar, Acacia on Santa Rosa Creek, Argenta, Cyan/PDX, The Gallery at NoHo Commons
and The Lofts at Park Crest (the-“BH Sale Propertres ) :

As we reported our investment in 7166 at Belmar and Cyan/PDX under the equity method of .
accounting, we recognized a gain on the sale of the partial interests of $5.7 million. As we reported our
investments in Acacia on Santa Rosa Creek, Argenta, The Gallery at NoHo Commons and The Lofts
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4. Business Combinations (Continued)

at Park Crest under the consolidation method and as we retained a controlling interest in the
investments after the partial sale, no gain was recognized in the consolidated statement of operations.
Instead, the difference between the net cash proceeds received and the noncontrolling interest recorded
based on the book values at the time of the partial sale are recorded as a dlrect increase to additional
paid-in capital for $39.6 million.

Simultaneously with the closing on the sale of the above joint venture interests, the MW
Co-Investment Partner and the BHMP Co-Investment Partner also closed on a sale of the BHMP
Co-Investment Partner’s entire joint venture interests in 12 multifamily communities: 4550 Cherry
Creek, 7166 at Belmar, Argenta, Briar Forest Lofts, Burrough’s Mill, Calypso Apartments and Lofts,
Cyan/PDX, Eclipse, Fitzhugh Urban Flats, Forty55 Lofts, The Venue and West Village (the “Master
Sale Properties”). The 99% limited partner of the BHMP Co-Investment Partner is Stichting
Depositary PGGM Private Real Estate Fund, a Dutch foundation acting in its capacity as depositary of
and for the account and risk of PGGM Private Real Estate Fund, an investment vehicle for Dutch
pension funds (“PGGM?”). Substantially all of the capital provided to the BHMP Co-Investment
Partner is from PGGM. We have no ownership or other direct financial interests in either of these
entities. The BHMP Co-Investment Partner remains our partner in 15 BHMP CO- JVs through whlch
we hold joint interests in multifamily communities.

As a result of the transactions described above, the MW Co-Investment Partner serves as our joint
venture partner in the ownership of the BH Sale Properties and the Master Sale Properties (some of
which overlap), replacing the BHMP Co-Investment Partner. The MW Co-Investment Partner is a
partnership between Heitman LLC (“Heitman”), which serves as the general partner, and Korea
Exchange Bank, as Trustee for and on behalf of National Pension Service (acting for and on behalf of -
the National Pension Fund of the Republic of Korea Government) (“NPS”), which serves as the limited
partner. We have no ownership or other direct financial interests in either of these entities.

As a result of the closing of the transactions above, our interests in the BH Sale Properties and
the Master Sale Properties are now 55%, with the MW Co-Investment Partner owning 45% of each
multifamily community referred to above.

In connection with the sale of joint venture interests to the MW Co-Investment Partner, we-
entered into new joint venture agreements with the MW Co-Investment Partner and all of our joint
venture agreements with the BHMP Co-Investment Partner were amended (including those ‘unrelated
to the joint venture interests sold to the MW Co-Investment Partner). These amendments included
changes to the governing rights such as the control rights over operating plans, which, along with other
factors have resulted in our having sufficient control over the BHMP CO-JVs and MW CO-JVs and as
such we have fair valued the investments in unconsolidated real estate joint ventures and consolidated
all of the BHMP CO-JVs and MW CO-JVs (“Consolidated BHMP/MW CO-JVs”) effective”

December 1, 2011. As a part of the consolidation of previously held equity method investments, we
have recognized a gain on revaluation of equity on business combinations of $103.8 million.

Business Combination Summary Information

The following tables present certain additional information regarding our business combinations
during the years ended December 31, 2012 and 2011. The tables provide separate information for each
of our material 2011 acquisitions: the Waterford Place business combination, the MW CO-JVs business
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4. Business Combinations (Continued)

combinations, and the BHMP CO-JVs business combinations. There were no individually material
acquisitions for 2012. ‘

The amounts recognized for major assets acquired and liabilities assumed, including a.
reconciliation to cash consideration as of the business combination date, are as follows (in millions):

2011 Acquisitions

Waterford MW = BHMP ~ Other ~ Total 2011
2012 Acquisitions Place ©~ CO-JVs CO-JVs  Acquisitions ** Acquisitions
Assets held for sale .. .. .. ... $ — $1109 $ — $ — 8§ — $ 1109
Land ................... 19.5: —_ 75.3 1178 247 217.8
Buildings and improvements . . 113.7 — 5187 622.4 166.3 1,307.4
Construction in progress. . . . ... — _ — - 7.9 — 79
Investment in and advances to
unconsolidated real estate : v, »
joint venture ............ — — — 241 — 24.1
Cash ................... 15 0.2 5.1 9.0 — 14.3
In-place lease intangibles . . . . . 2.9 — 105 15.3 35 29.3
Other assets . ............. 0.3 0.3 2.8 9.6 — 127
Liabilities related to assets held - " '
forsale ................ = 612y - — — — (61.2)
Mortgage loan payable ...... (37.1) — (249.5) (417.0) (58.5) (725.0)
Accrued liabilities .. ...:..... ' 1.3) — (7.4) 8.7)- C— (16.1)
Noncontrolling interests. . . . .. (1.0) (22.6) (160.5) (185.8) — (368.9)
Other consideration® . ... ... (5.9) C— — — — S =
Net Assets . .............. 92.6 - 276 195.0 194.6 136.0 553.2
Other consolidation/elimination '
adjustments:
Investment in and advances to
unconsolidated real estate : -
joint venture ............ (224) (9.5) (100.5) . (185.3) — (295.3)
Gain on revaluation of equity
for business combinations® . 17 . (181) .. (945) (9.3) — (121.9)

Cash consideration ......... $ 68.5 $ — $ — $ —  $1360 $ 136.0

(a) Other consideration represents the cancellation of the notes receivable in connection with the
acquisition of the Grand Reserve. '

(b) Represents the gain on revaluation of equity for business combinations recorded at time of
consolidation.
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The amounts recognized for revenues and net income (loss) from the business combination dates
to December 31, 2012 and 2011 are as follows (in millions):

For the Year Ended For the Year Ended '
December 31, 2012 December 31, 2011
Total 2012 Waterford MW BHMP Other Total 2011
) Acquisitions Place CO-JVs CO-JVs Acquisitions Acquisitions
Revenues .:......... IR $78 $ —  $40 $46 $9.8 $ 184
Acquisition expenses . ... .... $25 $ — $ - $— $ 6.2 $ 62
Depreciation and amortization . $59 $ — $38 $48 $ 8.1 $ 16.7
Gain on revaluation of equity S S
on business combinations . . . $ 1.7 $18.1 $94.5  $9.3 $ — = $1219
Income from discontinued , »
operations, net of :
noncontrolling interest . . . . . $ — $03 - § —. $— $ — $ 03
Net income (loss) attributable ‘ , , : o e ‘
to common stockholders . . . . $(2.7) $18.4 $93.2  $79 - $(9.1) -$110.4 .

The following unaudited consolidated pro forma information is presented as if the business
combinations occurred on January 1, 2011. The information excludes activity that is non-recurring and -
not representative of -our future activity, primarily acquisition expenses of $2.5 million and $6.2 million
for the years ended December 31, 2012 and 2011, respectively, and gain on revaluation of equity on a
business combination of $1.7 million and $121.9 million for the years ended December 31, 2012 and
2011, respectively. The acquisition and subsequent disposition of the Waterford Place multifamily
community are not presented in the pro forma results below as income (loss) from continuing
operations was not affected by these transactions. The information presented below is not necessarily
indicative of what the actual results of operations would have been had we completed these
transactions on January 1, 2011, nor does it purport to represent-our future operations (amounts in
millions, except per share): ~ -

Proforma

For the Year
Ended
December 31,
v 2012 2011
REVENUES . .........coovvuuiunnnn. e $193.1 $174.6
Depreciation and amortization . ............. [ $112.4 §$ 98.8
Loss from continuing operations . . . ....... e $(42.5) $(35.6)
Loss from continuing operations per share ................. . $(0.26) $(0.13)

We are in the process of finalizing our acquisition allocations for our 2012 acquisitions, which are
subject to change until our information is finalized, no later than twelve months from the acquisition
date.
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5. Real Estate Investments
Real Estate Investments and Intangibles and. Related Depreciation and Amortization

As of December 31, 2012 and 2011, major coinpohents of our real estate investments and
intangibles and related accumulated depreciation and amortization were as follows (in millions):

December 31, 2012 December 31, 2011
Buildings Intangibles Buildings Intangibles
- - and In-Place Other and In-Place Other
Improvements . Leases  Contractual Improvements  Leases Contractual

Costiv v i $1,849.5 $ 43.6 $16.4 $1,728.9 $413 $164
Less: accumulated depreciation . ,
and amortization . .. ....... (123.4) (40.1)  (0.8) (39.5) (17.4) (0.5)

Net oo $1,7261  $ 35  $156 $1,6804 $239 . $159

Depreciation expense associated with our consolidated buildings and improvements for the years
ended December 31, 2012, 2011 and 2010 was approximately $83.9 million, $27. O m11110n and -
$11.3 million, respectively.

Cost of intangibles related to our consolidated investments in real estate consisted of the value of
in-place leases and other contractual intangibles. These in-place leases are amortized over the
remaining term of the in-place leases, approximately a six month term for multifamily in-place lease
and terms ranging from three to 20 years for retail leases. Amortization expense associated with our
lease intangibles for the years ended December 31, 2012, 2011, and 2010 was apprommately
$23.6 million, $9.5 million, and $7.0 million, respectively.

Included in other contractual 1ntang1bles as of December 31, 2012 and 2011 is $6.8 million related
to the usé rights of a parking garage and site improvements and $9.5 million of indefinite-lived
contractual rights related to land air rights.

Anticipated amortization associated with lease and other contractual 1ntang1bles for each of the
following five years is as follows (in millions):

Anticipated Amortization
of lease intangibles

Year (in millions)
2013 L e e $0.9
2014 e e e e $0.6
2005 e e e e e e e ' $0.6
2006 . e e - %05
2007 e e e e e $0.5 -

Additionally, as of December 31, 2012 and 2011, we had $151.6 million and $15.7 million,
respectively, invested in developments. '
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5. Real Estate Investments (Continued)
Assets Held for Sale, Sales of Real Estate and Discontinued Operattons

During March 2012, we sold Mariposa Lofts Apartments (“Mariposa”) for a contract price of
$40.0 million, excluding closing costs. The purchaser assumed the $15.8 million mortgage loan payable.
We teceived ‘cash-of $23.9 million -and recognized a gain on sale of $13.3 million. As -of December 31,

2011, Mariposa was classified as held for sale. We had no multlfamﬂy communities held for sale as of

December 31, 2012.

Assets and liabilities related to assets held for sale 1nc1ude the followmg as of December 31 2011 ‘

(in millions):

- December 31,

: L 2011

Net operating real estate (net of accumulated depreciation of _ :
$2.8 million in 2011) . ............c...... e $26.1
Other assets. . ....... JERTSNIRI e e e e 04
Totalassets held forsale . ..............cocuu... e $26.5
Mortgage loan payable . .. ................ N e - $158
AccQunts payable and other liabilities ................... seeeee 0.3
Total liabilities related to assets held forsale ................ . $16.1

The following table shows the results of operations for both Waterford Place, sold in May 2011,
and Mariposa, sold in March 2012, including the gain on sale of real estate for Mariposa: The
operating results and the gain on sale of real estate have been classified as discontinued operations in
the accompanying consolidated statements of operations for the years ended December 31, 2012 and
2011. Because the Waterford Place multlfarmly community was recorded using the equity method of
accounting prior to April 1, 2011, discontinued operations for Waterford Place are only presented from

April 1, 2011 through December 31, 2011 in the following table (in millions):

For the Year Ended

December 31,
, 2012 2m 2010
Rental TeVENUE . . . . ... ottt e e 310 $49 $37
Expenses
Property operating expenses . ................... U e 03 14 11
Real estate taxes.......... P .... 01 06 05
Interest expense . .......: e S [ 02 11 08
Depreciation and amortization. . . . . A — 12 14
Total expenses . ............ e e 0.6 . ﬂ 38
Income from discontinued operations . ............... e 04 - 06 (0.1)
Gainon sale of real estate . ................... e R A - 133 - — —
Income from discontinued operations. .............. B $13.7" $0.6 $(0.1)
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6. Investments in and Advances to Unconsolidated Real Estate Joint Ventures : .
Unconsolidated Real Estate Joint Ventiire ‘Structures:

As of December 31, 2012, we have a $3.0 million investment in an unconsolidated joint venture
with the BHMP Co-Investmeént Partner, the Custer BHMP CO-JV. In August 2012, the Custer: BHMP
CO-JV made a‘commitment to fund up to $14.1 million-under a-mezzanine loan to the Custer Property
Entity; a-development with an unaffiliated third party developer, to develop a 444 unit multifamily
community in Allen, Texas, a suburb of Dallas. As of December 31, 2012, approximately $5.6 million -
has been advanced under the mezzanine loan, which has an interest rate of 14.5% and matures in 2015.
The Custer BHMP CO-JV does not have an equity investment in the development. This BHMP CO- JV
is a separate legal entity formed for the sole purpose of holding its respective joint venture investment
with no other significant operations. Our effective ownership in the Custer BHMP CO-JV is 55%.
Distributions  are made pro rata in accordance with ownership interests.

As of December 31, 2011, we had one investment on the equlty method of accounting,’ 'the Veritas
Property Entity. Our investment, including an advance to the unconsolidated Veritas Property Entity,
was $23.4 million as of December 31, 2011. Effective July 31, 2012, the Veritas BHMP CO-JV
converted its notes receivable due from the Veritas Property Entity into an' additional equity interest in
the Veritas Property Entity and became the general partner of the Veritas Property Entity. As a result
of these transactions, we now account for our investment in the Veritas Property Entrty on the
consolidated basis of accounting, and recorded a gain on revaluatron of equrty of approxrmately $1.7
million for the year ended December 31, 2012. :

As of November 30, 2011, we had investments in 23 unconsolidated BHMP CO-JVs. In December
2011, we and the BHMP Co- Investment Partner sold partial joint venture interests to the MW
Co-Investment Partner, the operatmg agreements for all of the BHMP CO-JVs were modlfred whereby
we obtained a controlling financial interest in each of the Co-Investment Ventures, and we consolidated
all the 23 BHMP CO-JVs and MW CO-JVs effective December 1, 2011, ‘The following 1nf0rmat10n
relates to, periods prior to.us. obtarmng controllrng interests in the. Co-Investment Ventures.

In December 2011, our investment in 'the Satori Property Entity was restructured such that the
BHMP CO-JV became the general partner of the Satori Property Entity. Additionally, the operating
agreement was modified whereby the Satori BHMP CO-JV acquired the controlling financial interest of
the Satori Property Entity, and accordingly consolidated the Satori Property Entity effective
December 1, 2011. As the restructuring effectively occurred simultaneously with our consolidation of
thé Satori BHMP CO-JV, we recognized our gain of $0.7 million in revaluation of equity in a business
combrnatron

" In April 2011, The Cameron BHMP CO-JV and the other partners in The Cameron Property
Entity recapltahzed their respective investments in The Cameron Property Entity. In connection with
the recapitalization, The Cameron BHMP CO-JV converted its mezzanine loan, with outstanding
principal and interest of approximately $20.8 million, to an equity ownershlp interest in The Cameron
Property Entity. The Cameron BHMP CO-JV also contributed approximately $3.8 million of additional
capital. The Cameron BHMP CO-JV’s capital contribution along with a capital contribution from an
unaffiliated third party partner was used by The Cameron Property Entity to restructure and extend the
maturity of the $72.7 million senior loan, to redeem a partner’s equity ownership interest and to pay
other closing costs. Our portion of The Cameron BHMP CO-JV capital contribution was approximately
$2.1 million and was funded with proceeds from our Initial Public Offering. As a result of this
recapitalization, The Cameron BHMP CO-JV acquired an effective 64.1% ownership interest and
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6. Investments in and Advances to Unconsolidated Real Estate Joint Ventures (Continued)

became the managing member of the general partner of The Cameron Property Entity, with certain
major decisions subject to the approval of an unaffiliated third-party partner. The Cameron BHMP
CO-JV then reported its investment in The Cameron Property Entity on a consolidated basis.

Also during the year ended December 31, 2011, the BHMP CO-JVs related to Cyan/PDX; The
District Universal Boulevard and The Venue obtained new mortgage financing aggregating $81.0
million. Substantially all of the net proceeds related to these financings were distributed to us and the-
BHMP Co-Investment Partner. Our share of the distributions was approximately $49.5 million and is
classified as a return of investment in unconsolidated real estate joint ventures on the consolidated
statement of cash flows for the year ended December 31, 2011.

The Skye 2905 BHMP CO-JV obtained permanent financing of $56.1 million and repald its $47. 0
million bridge loan. Additionally, the' 55 Hundred BHMP CO-JV obtained permanent financing of
$41.8 million and repaid its $51.1 million construction loan. Our net share of the distributions from the -
Skye 2905 loan proceeds was approximately $5.0 million and is classified as returns of investments in
unconsolidated real estate joint ventures on the consolidated statement of cash flows for the year ended
December 31, 2011.

Summarized Financial Information of Unconsolidated Joint Ventures

The summarized financial data shown below presents the combined accounts of each of the
(i) BHMP CO-JVs and (ii) Property Entities where there is a corresponding BHMP CO-JV equity
investment. These Property Entities include 100% of their accounts, where the noncontrolling interest
amounts represent the portion owned by unaffiliated third parties. The Waterford Place BHMP CO-JV,
which we reported on a consolidated basis effective April 1, 2011, is excluded from the December 31,
2011 balance sheet data as the Waterford Place multifamily community was sold in May 2011.
Additionally the BHMP CO-JVs and MW CO-JVs consolidated on December 1, 2011, are excluded
from the December 31, 2011 balance sheet data. The balance sheet data for December 31, 2011, only
includes the balances for the Veritas Property Entity as this was our only remaining unconsolidated
entity as of December 31, 2011. The balance sheet data for December 31, 2012, only includes balances
for the Custer BHMP CO-JV as this was our only unconsolidated entity as of December 31, 2012. The
operating data includes operations only for periods where the investment is classified as an
unconsolidated joint venture. Accordingly, the MW CO-JVs and BHMP CO-JVs are included in

F-24



Behringer Harvard Multifamily REIT I, Inc.
Notes to Consolidated Financial Statements (Continued)

6. Investments in and Advances to Unconsolidated Real Estate Joint Ventures (Continued)

operating data through November 30, 2011. All inter-entity transactions, balances and profits have been
eliminated in the combined financial data (amounts in mllhons)

December 31, December 31,

Balance Sheet Data: 2012 - 2011
Land, buildings and improvements . . .. ....... ... .. . 8= $62.5
Less: accumulated depreciation and amortization .................... = (3.1)
Land, buildings and improvements, net . .. ... ... v — 59.4
Note receivable, net ... ...... ...ttt i PEPEPR N 5.6 —
Cash and cash equivalents . ........ ... o o — 0.2
Other assets, including restricted cash. . . ......... ... . .o oo = 1.1
Total assets . .................. e $5.6 - $60.7
Property Entity level construction and mortgage loans payable . . ......... $— $58.2
Accounts payable, interest payable and other liabilities ................ 0.2 0.8
Total Habilities . . . . ..o v it e e 0.2 59.0
Our consolidated members’ equity . ............. B » 3.0 13
Other MEMDEr's SQUILY . . . . oo v vei ittt 24 0.4
Totalequity ................. SN e sesassneeas 54 1.7
Total liabilities and equity . ... ... ... ..t i $5.6 $60.7

F-25



Behringer Harvard Multifamily REIT I, Inc.
Notes to Consolidated Financial Statements (Continued)

6. Investments in and Advances to Unconsolidated Real Estate Joint Ventures (Continued)

For the Year Ended
December 31,

Operating Data: 2012 2011 2010

- Revenues:
ReNtal TEVEIUES . . . . o ottt ittt e et et et $30 $920 $614
Interest income ....... e e e e 01 4.5 9.8
3.1 96.5 71.2

Expenses:
Property operating €Xpenses . . . ... ...cttet it e 07 . 282 24.8
Real estate taxes . ... ...ttt 03 121 8.8
Interest €Xpense . . ... ... i e e - 22 24.9 19.0
ACQUISIHION EXPENSES . « « o v v vttt ettt — 0.6 19
Depreciation and amortization ...............cc0i ... 14 490 40.2
46 11438 94.7
Gain on early extinguishment of debt . ........... [T e —_— —_ 0.2
Gain on revaluation of equity on a business combination . ............... o= 28 49
Gain on excess of fair value over purchase price .. .................... — — 33
Loss from continuing operations . . . ... ... ... e (L.5) (@155) (@151)
Loss from discontinued operations . . . ... e — (02 (14
Netloss ................ e e $(1.5) $(15.7) $(16.5)

Our share of equity in loss of investments in unconsolidated real estate joint h

VEIIUTES .« v v vttt e e ettt et e e ettt e e $(12) $ (79) $ (6.9)

Loss from discontinued operations is comprised of rental revenue and property operating expenses
of the Waterford Place BHMP-CO-JV with respect to the Waterford Place community through the
periods ended April 1, 2011, the date which we consolidated the real estate joint venture.

The table below shows operating results included in discontinued operations (in millions):

For the Year

Ended
December 31,
2011 2010
Rental TeVenue . .. ... .ouuv ittt ettt $20 $80
Expenses
Property operating €Xpenses . ... ........ceeuiiretenneann 0.4 1.8
Real estate taxes . . ... ...ttt 0.3 0.9
Interest €XPense . . . . ..o vttt e e 0.7 2.9
Depreciation and amortization ............... ... ... ... .. 0.8 3.8
TOtal EXPEIMSES & o v ¢ v vttt e e e e e 22 9.4
Loss from discontinued operations ...............c... ..., $(0.2) $(1.4)
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6. Investments in and Advances to Unconsolidated Real Estate Joint Ventures (Co’ntinued)

The following presents the reconciliation between our consolidated members’ equity interest in the
applicable BHMP CO-JVs and our total investment in and advance to unconsolidated real estate joint
venture (amounts in millions):

December 31, December 31,

2012 2011
Balance of our consolidated members’ equity . . ........ - $3.0 $ 13
Notes receivable to unconsolidated Property Entity...... — 19.9
Adjustment from business combination .............. = 22
Investments in and advances to unconsolidated real estate o '
JOIME VENLUIE . .« o v i et i e e $3.0 $23.4

7. Variable Interest Entities

As of December 31, 2012, we have concluded that we are the primary beneficiary of three VIEs.
All of these VIEs are Co-Investment Ventures with separate unaffiliated multifamily developers to
develop three multifamily communities with a total combined 907 units, one in Houston, Texas and two
in Dallas, Texas. We entered into these three Co- Investment Ventures in 2012. At inception, we had
determined that none of the Co-Investment Ventures were VIEs and because we were the general
partner of each Co-Investment Venture and had control of their operations and business affairs, we
consolidated each Co-Investment Venture. After separate reconsideration events during 2012, all of
which were related to capital restructuring, we have concluded that these Co-Investment Ventures are
now VIEs. Because these Co-Investment VIEs were previously consolidated, the VIE determination did
not affect our financial position, financial operations or cash flows. Our ownership interest in each of
the Co-Investment Ventures based upon contributed capital is 100%. '

Any significant amounts of assets and liabilities related to our consolidated VIEs are identified
parenthetically on our accompanying consolidated balance sheets. There were no consolidated VIEs as
of December 31, 2011, and accordingly, no amounts are reported as of that balance sheet date. None
of the VIEs had debt as of December 31, 2012. The total assets of the VIEs are $47.0 million as of
December 31, 2012, $46.1 million of which is reflected in construction in progress. Thus far, the
Co-Investment Ventures have been capitalized with only cash contributions.
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8. Other Assets

- The components of other assets are as:follows (in millions):
’ Deeeml;er 31, Deeemben 51,
e 2012 2011
Notes receivable, net® . .. ... ... ... ... .. .. ..... $36.0 $243
Escrows and restricted cash.............. T 103 .55
Deferred financing costs, net.......... e e 8.5 19
Resident, tenant and other receivables.. . . . .. e . 6.2 58
Prepaid assets and deposits«... A .. .50 .40 .
0.3 ,
$66.3

Interest rate Caps ... . ..o oh i i : —
Less: other assets 1ncluded in assets held for sale ... ... - (0.5)

$46.8 ¢

Total other assets ......... e e e .

(a) Notes receivable include mezzanine and land loans, primarily related: to multifamily: .-
. development projects. As of December 31, 2012, the weighted, average. interest rate and
remamlng years to scheduled maturlty are 13, 8% and 2 1 years respectlvely ‘

g

We enter into interest rate cap agreements for 1nterest rate r1sk management purposes and not for
trading or other speculative purposes. The following table provides a summary of our interest rate caps
as of December 31, 2012 (in millions):

Notional amount ............. R $ 162.7
Range of LIBOR cap rate. . . .. ... ooiii ettt 2.0% to 4.0%
Range of maturity dates .. .......... ...t 2016 to 2017
Estimated fairvalue . ......... ... .. .. .. ... $ 0.3

These interest rate caps are reported in “Other assets, net” on the consolidated balance sheet as
of December 31, 2012, and changes in the fair values of these non-designated hedge derivatives are
reported in “Other expense” on the consolidated statements of operations for the year ended
December 31, 2012. See Note 15, “Fair Value of Derivatives and Financial Instruments” for further
information.

9. Leasing Activity

In addition to multifamily resident units, certain of our consolidated multifamily communities have
retail areas, representing approximately 2% of total rentable area of our consolidated multifamily
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9. Leasing Activity (Continued)

communities. Future minimum base rental payments due to us under these non-cancelable retail leases
in effect as of December 31, 2012 are as follows (in millions):

Future Minimum

XEEE . Lease Payments
D013 e R $38
2004 . e e e e e e 3.8
2005 e e e e e e e e e 3.8
2006 . i e e e e e e e e 3.7
2007 e e e e e e e e e 3.5
Thereafter. . ..o o ittt i e e e e e i e 31.3
TOtAL . o v o e e e e e e e e e e e e $49.9

10. Mortgage Loans Payable

The following table summarizes the carrying amounts of the mortgage loans payable classified by
whether the obligation is ours or that of the applicable consolidated Co-Investment Venture as of
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10. Mortgage Loans Payable (Continued)

December 31, 2012 and 2011 (amounts in millions and monthly LIBOR at December 31, 2012 is
0.21%): .

As of December 31, 2012

December 31, December 31, Wtd. Average Maturity
o 2012 2011 Interest Rates ;. Dates
Company Level® : v
Fixed rate mortgage loan payable . . . ..... $ 303 $ 46.1 3.86% 2018
: Monthly
Variable rate mortgage loan payable . ... .. 24.0 240 LIBOR + 2.45% 2014
| 54.3 70.1 '

Less: fixed rate mortgage loan payable

included in liabilities related to assets .

held forsale® .................... — (15.8)

Total Company Level ............... 54.3 54.3
Co-Investment Venture Level—Consolidated®©
Fixed rate mortgage loans payable . ...... 902.2 683.5 387% 2013 to 2020

Monthy
Variable rate mortgage loans payable ... .. 125 . 1630 LIBOR + 235% = 2017
‘ - " 914.7 8465 o . :

Plus: unamortized adjustments from S o

business combinations .......... P 10.6 13.7

Total Consolidated Co-Investment Venture ‘ '

o Level ... .. 9253 860.2

Total Consohdated Mortgage Loans

Payable .............. ... ... ... $979.6 -~ $9145

(a) Company level debt i is defined as debt that is an obhgatlon of the Company and its wholly owned
sub51d1ar1es

(b) In March 2012, the $15 8 m11110n mortgage loan payable related to Mariposa was assumed by the
purchaser

(¢) Co-Investment Venture level debt is defmed as debt that is an obhgatlon of the Co-Investment
Ventute and not an obligation or contingency for us. R e

(d) A $23.0 million loan with a fixed interest rate of 6.46% and maturity date in March 2013, was
repaid in January 2013. Additionally, a $25.0 million loan with a fixed interest rate of 4.63% and
maturing in May 2013, was refinanced in February 2013 and replaced with a $29.0 mllhon loan i
with a fixed interest rate of 3. 17% and maturlng in February 2019.

As of December 31, 2012, $1 7 billion of the net consolidated carrying value of real estate..
collateralized the mortgage loans payable. We beheve we are in compliance with all financial covenants
as of December 31, 2012.
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As of December 31, 2012, contractual principal payments for the five subsequent years and
thereafter are as follows (in millions):

. Company Co-Investment Total
’ Eﬁf : Level Venture Level  Consolidated
2013 . . e R $ 515 $ 515
2014 . e e e e 24.0 5.6 29.6
2005 . e e e 0.2 84.0 : 84.2
2016. .. e e e e 0.6 168.1 168.7
2017 . e e e 0.6 235.2 .. 235.8
Thereafter ............. e e e 28.9 370.3 399.2
Total ... . . $54.3 $914.7 969.0
Add: unamortized adjustments from business ’ :
combinations . . . ..... ..ttt 10.6

$979:6

11. Credit Facility Payable

The $150.0 million credit facility matures on April 1, 2017, when all unpaid principal and interest
is due. Borrowing tranches under the credit facility bear interest at a “base rate” based on either the
one-month or three-month LIBOR rate, selected at our option, plus an applicable margin which adjusts
based on the facility’s debt service requirements. As of December 31, 2012, the applicable margin was
2.08% and the base rate was 0.21% based on one-month LIBOR. The credit facility also provides for
fees based on unutilized amounts and minimum usage. The unused facility fee is equal to 1% per
annum of the total commitment less the greater of 75% of the total commitment or the actual amount
outstanding. The minimum usage fee is equal to 75% of the total credit facility times the lowest
applicable margin less the margin portion of interest paid during the calculation period. The loan
requires minimum borrowing of $10.0 million and monthly interest-only payments and monthly or
annual payment of fees. We may prepay borrowing tranches at the expiration of the LIBOR interest
rate period without any penalty. Prepayments during a LIBOR interest rate period are subject to a
prepayment penalty generally equal to the interest due for the remaining term of the LIBOR 1nterest
rate period. / :

Draws under the credit facility are secured by a pool of certain wholly owned multifamily
communities. We have the ability to add and remove multifamily communities from' the collateral pool,
pursuant to the requirements under the credit facility agreement. We may also add multifamily -
communities in our discretion in order to increase amounts available for borrowing. As of
December 31, 2012, $199.0 million of the net carrying value of real estate collateralized the credit ‘
facility. The aggregate borrowings under the credit facility are limited to 70% of the value of the -
collateral pool, which may be different than the carrying value for financial statement reporting. As of
December 31, 2012, available but undrawn amounts under the credlt facility are approximately
$127 2 million. : SR

The credit facility agreement contains custdmary provisions with respect to events of default,
covenants and borrowing conditions. In particular, the credit facility agreement requires us to maintain
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a consolidated net worth of at least $150.0 million, liquidity of at least $15.0 million and net operating
income of the collateral pool to be no less than 155% of the facility debt service cost. Certain
prepayments may be required upon a breach of covenants or borrowing conditions. We believe we are
in compliance with all provisions as of December 31, 2012.

12. Noncontrolling Interests
Non-redeemable, noncontrolling interests -

Non-redeemable, noncontrolling interest for the Co-Investment Partners represents their
proportionate share of the equity in consolidated real estate ventures. Income and losses are allocated
to the noncontrolling interest holders based on their effective ownership percentage. The
noncontrolling interest is not redeemable by the holder and, accordingly, is reported as equity.

As of December 31, 2012 and 2011, non-redeemable, noncontrolling interests consisted of the-
following, including the direct or non-direct noncontrolling interest ownership (“NCI”) ranges where
applicable (in millions):

December 31, 2012 December 31, 2011

Effective Effective
Amount NCI %@ Amount NCI %®
BHMP Co-Investment Partner . ................. $166.2 26% to 45% $166.7 27% to 45%
MW Co-Investment Partner .................... 192.6 45% 227.0 45%
BHMP CO-JV Property Entities’ partners . ......... 51 0% to 20% 18.0 0% to 40%
Subsidiary preferred units . . . ................... ; 1.5 N/A 14 N/A

Total non-redeemable, noncontrolling interests . ...: $365.4 $413.1

(a) Effective NCI percentage is based upon the NCI’s share of contributed capital.

Each BHMP CO-JV and MW CO-JV is a separate legal entity formed. for the sole purpose of
holding its respective investment(s) and obtaining legally separated debt and equity financing. Each
BHMP CO-JV and MW CO-JV is managed by us or a subsidiary of ours. As the manager, we have
substantial operational control rights and accordingly, as of December 1, 2011 began reporting the
BHMP CO-JVs and MW CO-JVs on the consolidated method of accounting. BHMP CO-JV and MW
CO-JV capital contributions and distributions are generally made pro rata in accordance with these
ownership interests. Neither of these Co-Investment Venture partners have any rights to put or redeem
their ownership interests. In certain circumstances the governing documents of the BHMP CO-JV or
MW CO-JV may require a sale of the Co-Investment Venture or its subsidiary REIT rather than as an
asset sale.

Property Entities, which all relate to investments made with the BHMP Co-Investment Partner,
include noncontrolling interests in addition to the BHMP Co-Investment Partner. These other
noncontrolling interests in the Property Entities are held by national and regional multifamily
developers. As of December 31, 2012 and 2011, the BHMP CO-JV was the managing partner or
member with substantial operational control rights in each Property Entity. Cash flow is generally first
distributed to the BHMP CO-JV until certain preferred returns are collected and in some cases until
the BHMP CO-JV receives certain or all of its investment. Excess distributions may then be distributed
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to these Property Entities’ noncontrolling interests in excess of their share of contributed capital. These
Property Entities’ noncontrolling interests generally have no obligation to make additional capital
contributions.

Noncontrolling interests also include between 121 to 125 preferred units issued by a subsidiary of
each the BHMP CO-JVs and the MW CO-JVs in order for such subsidiaries to qualify as a REIT for
federal income tax purposes. The preferred units pay an annual distribution of 12.5% on their face
value of $500 and are senior in priority to all other members’ equity. The BHMP CO-JVs and MW
CO-JVs may cause the subsidiary REIT, at their option, to redeem the preferred units in whole or in
part, at any time for cash at a redemption price of $500 per unit, plus all accrued and unpaid
distributions thereon to and including the date fixed for redemption, plus a premium per unit generally
of $50 to $100 for the first year which declines in value between $-0- and $25 per unit each year until
there is no redemption premium remaining. The preferred units are not redeemable by the unit holders
and we have no current intent to exercise our redemption option. Accordingly, these noncontrolling
interests are reported as equity.

For the year ended December 31, 2012, we paid distributions to noncontrolling interests of
$29.7 million of which $20.4 million was related to operating activity and $9.3 million was related to
financing activity. For the year ended December 31, 2011, we paid distributions to noncontrolling
interests of $2.8 million of which $1.7 million related to operating activity and $1.1 million related to
financing activity.

During 2012, we separately contributed a total of $25.3 million, net to the Grand Reserve BHMP
CO-JV and The Cameron BHMP CO-JV, increasing our controlling financial interests in each entity.
No gain or loss was recognized in recording these contributions, but a net decrease to additional
paid-in capital of $4.4 million was recorded. Additionally, effective July 31, 2012, the Veritas BHMP
CO-JV converted its notes receivable due from the Veritas Property Entity into an additional equity
interest in the Veritas Property Entity and became the general partner of the Veritas Property Entity
increasing our controlling financial interests in the Veritas Property Entity. A gain on revaluation of
equity on a business combination of $1.7 million was recorded in connection with this transaction.

Redeemable, noncontrolling interest

Redeemable, noncontrolling interests include ownership interests with other partners, generally
national and regional multifamily developers, where we may have a requirement to purchase all or a
portion of the noncontrolling interest.
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As of December 31, 2012 and 2011, redeemable, noncontrolhng interest consisted of the following
(in millions):

Deeember 31, 2012 December 31, 2011
Effective Effective
Amount NCI %® Amount NCI %®
BHMP CO-JV Property Entities’ partner .. ............ $— — $8.1 32%
Other Co-Investment Venture partners. . .............. 86 0% to20%® 04 10%
Total redeemable, noncontrolling interests .......... v, $8.6 - $85

(a) Effective NCI percentage is based upon the NCI’s share of contributed capltal

(b) .For three of our other Co-Investment Ventures all of the developer’s initial contributed capital has
been returned to the:developer, and we have 100% of the contrlbuted capital in the Co-Investment
Vernture as of December 31, 2012.

In June 2012, we and the BHMP Co-Investment Partner acquired all of the Property Entity
redeemable, noncontrolling interest related to the Bailey’s' Crossing Property Entity for $3.0 million in
cash. In connection with the acquisition, the BHMP Co-Investment Partner contributed $1.4 million.
No gain or loss was recorded in connection with this transaction but an increase to additional paid-in
capital of $1.8 million was recorded. As of December 31, 2012, there are no redeemable,
noncontrolling interests related to Property Entities.

Other Co-Investment Ventures included in redeemable, noncontrolling interests represent
ownership interests by regional or national multifamily developers, which may require that we pay or
reimburse the partners upon certain events. These amounts include reimbursing partners once certain
development milestones are achieved, generally related to entitlements, permits or final budgeted
construction costs. These developers have a back end interest, generally only attributable to
distributions related to a property sale. They also have put options, generally one year after completion
of the development, pursuant to which we would be required to acquire their ownership interest at a
set price. These other Co-Investment Ventures also include buy/sell provisions, generally available after
the seventh year after completion of the development. Each of these Co-Investment Ventures is
managed by a subsidiary of ours. As manager, we have substantial operational control rights. These
Co-Investment Ventures generally provide that we have a preferred cash flow distribution until we
receive certain returns on and of our investment. Any excess cash flow would then be distributed
disproportionally to these noncontrolling interests. Generally, these noncontrolling interests have no
obligation to make any additional capital contributions.

13. Stockholders’ Equity

Capitalization

As of December 31, 2012 and 2011, we had 167,542,108 and 165,086,701 shares of common stock
outstanding, respectively, including 6,000 shares of stock issued to our independent directors for no
cash, and 24,969 shares owned by Behringer Harvard Holdings, LLC, an affiliate of our Advisor, for
cash of approximately $0.2 million.

F-34



Behringer Harvard Multifamily REIT I, Inc.
Notes to Consolidated Financial Statements (Continued)

13. Stockholders’ Equity (Continued)

As of December 31, 2012 and 2011, we had 1,000 shares of convertible stock owned by our
Advisor issued for cash of $1,000. The convertible stock has no voting rights, other than for certain
limited exceptions, and prior to conversion, does not participate in any earnings or distributions. The
convertible stock generally is convertible into shares of common stock with a value equal to 15% of the
amount by which (1) our enterprise value at the time of conversion, including the total amount of
distributions paid to our stockholders, exceeds (2) the sum of the aggregate capital invested by our
stockholders plus a 7% cumulative, non-compounded, annual return on such capital at the time of
conversion, on a cash-on-cash basis. The convertible stock can be converted when the excess value
described above is achieved and distributed to stockholders or our common stock is listed on a national
securities exchange. The conversion may also be prorated in the event of a termination or non-renewal
of the Advisory Management Agreement other than for cause. For further discussion of the Advisory
Management Agreement, see Note 16, “Related Party Arrangements.” Management has determined
that the requirements for conversion have not been met as of December 31, 2012. At issuance,
management reviewed the terms of the underlying convertible stock and determined the fair value
approximated the nominal value paid for the shares.

As of December 31, 2012 and 2011, we had no shares of preferred stock issued and outstanding.
Our board of directors has no present plans to issue preferred stock but may do so with terms
established at its discretion and at any time in the future without stockholder approval.

Distributions
On March 29, 2012, our board of directors authorized a special cash distribution related to the sale

of Mariposa (the “Mariposa Distribution™) in the amount of $0.06 per share of common stock payable
to stockholders of record on July 6, 2012. The Mariposa Distribution was paid in cash on July 11, 2012.
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Distributions, including those paid by issuing shares under the DRIP and the special cash
distribution declared in March 2012, for: the years ended December 31, 2012, 2011 - and 2010 were as
follows (amounts in millions):

For the Year Ended December 31,
2012 2011 2010
‘Declared® Paid® Declared® Paid® Declared® - Paid®

Fourth Quarter Distributions

Regular dist_ributions eeiiaeeaaes $14.7 $14.5 $24.9 $24.6 $15.0 $144
Total oo o $147 . $145 . $249  $246  $150  $14.4
Third Quérter Distributions , " . N
Regular distributions . ........... $147  $146  $23.7  $220 $153  $15.6
Special cash distribution ......... — 100 — L — - —
Total . ..................... $14.7 $24.6 $23.7 $22.0 $15.3 $15.6
Second Quarter Distributions ' f
Regular distributions . ........... $14.4 $18:1 $18.5 $17.7 $13.9 $13.1
Special cash distribution® . .. .. ... 0.1 —_ = — - —_
Total . ..oovvveennnnnn... .. $145  $181  $185  $17.7 $139  $13.1
First Quai‘ter Distributions B '
Regular distributions ............ $24.8 $24.8 $15.9 $15.4 $11.1 $10.2
Special cash distribution® . ... .... 9.9 - — — = =
Total ........... e $347  $248 $159  $154  $IL1  $102
Total through December 31,
Regular distributions .. .......... $68.6  $72.0  $83.0° $79.7  $553  $533
Special cash distribution ......... 10.0 10.0 — B — —
Total ... $78.6  $82.0  $83.0  $79.7  $553  $53.3

(a) Represents distributions accruing during the period.

(b) Distributions accrue on a daily basis. The distributioffs that accrue each month are paid in the
following month. Effective April 1, 2012, the distribution rate was decreased, and accordingly,
the second quarter 2012 amounts paid exceed amounts declared. Amounts paid mclude both
distributions paid in cash and reinvested pursuant to our DRIP.

(c) Accrual adjustment to true-up declared distributions to actual number of common
stockholders as of the record date, July 6, 2012,

(d) Declared amount based upon number of common stockholders as of March 31, 2012.

The daily distribution amount from January 1, 2011 through the first quarter of 2012 was
$0.0016438 per share of common stock, an annualized rate of 6%. On March 19, 2012, our board of
directors authorized distributions at a daily amount of $0.000958904 per share of common stock, an
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annualized rate of 3.5%, beginning in the month of April 2012. Our board of directors has authorized
the 3.5% annualized distribution rate through March 31, 2013. We calculate the annualized rate as if
the shares were outstanding for a full year based on a $10 per share price.

Share Redemption Program

Effective as of June 18, 2012, our board of directors indefinitely suspended our share redemption
program effective for redemptions being sought for the second quarter of 2012. However, in connection
with its determination of the estimated value of our shares effective March 1, 2013, our board of
directors modified and reinstated our share redemption program, which permits our stockholders to sell
their shares back to us subject to the significant conditions and limitations of the program. The
modified and reinstated share redemption program is effective as of March 1, 2013 and the first time
period redemptions will be considered under the share redemption program will be at the end of the
second quarter 2013 for all properly submitted redemption requests received (i) on or prior to May 31,
2012, and not satisfied or withdrawn since that time, and (ii) between March 1, 2013 and May 31, 2013.

As modified, for redemptions other than those sought upon a stockholder’s death, qualifying
disability or confinement to a long-term care facility, the purchase price per share redeemed under our
share redemption program will equal the lesser of (i) 85% of the current estimated share value
pursuant to our valuation policy and (ii) the average price per share the original purchaser or
purchasers of shares paid to us for all of his or her shares (as adjusted for any stock dividends,
combinations, splits, recapitalizations and the like with respect to our common stock) (the “Original
Share Price”) less the aggregate of any special distributions so designated by our board of directors,
distributed to stockholders prior to the redemption date and declared from the date of first issue of
such redeemed shares (the “Special Distributions”). For redemptions sought upon a stockholder’s
death, qualifying disability or confinement to a long-term care facility, the purchase price per share
redeemed under our share redemption program will equal the lesser of: (i) the current estimated share
value pursuant to our valuation policy and (ii) the Original Share Price less any Special Distributions.
A quarterly funding limit has been established of $7 million per quarter (which our board of directors
may increase or decrease from time to time).Redemptions are limited to no more than 5% of the
weighted average of shares outstanding during the preceding twelve month period immediately prior to
the date of redemption.

Since the share redemption program’s inception in 2008, all redemption requests properly
submitted and approved through the first quarter of 2012 had been fulfilled, and there were no unpaid
redemptions. Through the suspension date in 2012 and for the year ended December 31, 2011,
redemptions of $15.5 million and $17.8 million, respectively, were paid.

14. Commitments and Continge‘n_cies,

All of our BHMP CO-JVs, MW CO-JVs, those Property Entities in which we have an equity
interest, and our other Co-Investment Ventures include buy/sell provisions.. Under most of these
provisions and during specific periods, a partner could make an offer to purchase the interest of the
other partner and the other partner ‘would have the-option to accept the offer or purchase the offering
partner’s interest at that price. As of December 31, 2012, no such buyj/sell offers are outstanding.

In the ordinary course of business, the multifamily communities in which we have investments may
have commitments to provide affordable housing. Under these arrangements, we generally receive from
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the resident a below market rent, which is determined by a local or national authority. In certain
arrangements, a local or national housing authority makes payments covering some or substantially all
of the difference between the restricted rent paid by residents and market rents. In connection with our
acquisition of The Gallery at NoHo Commons, we assumed an obligation to provide affordable housing
through 2048. As partial reimbursement for this obligation, the housing authority will make level
annual payments of approximately $2.0 million through 2028 and no reimbursement for the remaining
20-year period. We may also be required to reimburse the housing authority if certain operating results
are achieved on a cumulative basis during the term of the agreement. At the acquisition, we recorded a
liability of $14.0 million based on the fair value of the terms over the life of the agreement. In
addition, we will record rental revenue from the housing authority on a straight-line basis, deferring a
portion of the collections as deferred lease revenues and other related liabilities. As of December 31,
2012 and 2011, we have approximately $17.5 million and $16.7 million, respectively, of carrying value
for deferred lease revenues and other related liabilities. Effective February 1, 2012, the California
legislature terminated the State’s redevelopment agencies.

We are currently evaluating California’s status of these arrangements in light of the California
legislature’s termination of the State’s redevelopment agencies effective in February 2012 due to state
budget deficits. Since the termination, we did receive our scheduled annual payment per the terms of
our agreemént in October 2012 which relates to the annual period ended June 30, 2013. In November
2012, the State passed constitutional amendments to increase income and sales tax rates; however,
there has not been any official notice of the reinstatement of redevelopment agencies or changes in -
status of the arrangements. If the State was to terminate or default on the arrangements, we believe we
could lease the units without affordable housing support at higher rents, but could incur short term
losses and additional capital expenditures during the transition.

As of December 31, 2012, we have entered into construction and development contracts with
$135.3 million remaining to be paid. These construction costs are expected to be paid during the
completion of the development and construction period, generally within 24 months.

15. Fair Value of Derivatives and Financial Instruments

Fair value measurements are determined based on the assumptions that market participants would
use in pricing the asset or liability. As a basis for considering market participant assumptions in fair
value measurements, a fair value hierarchy that distinguishes between market participant assumptions
based on market data obtained from sources independent of the reporting entity (observable inputs
that are classified within Levels 1 and 2 of the hierarchy) and the reporting entity’s own assumptions
about market participant assumptions (unobservable inputs classified within Level 3 of the hierarchy)
has been established. :

Level 1 inputs utilize quoted prices (unadjusted) in active markets for identical assets and liabilities
that we have the ability to access. Level 2 inputs are inputs other than quoted prices included in
Level 1 that are observable for the asset or liability, either directly or indirectly. Level 2 inputs may
include quoted prices for similar assets and liabilities in active markets, as well as inputs that are
observable for the asset or liability (other than quoted prices), such as interest rates and yield curves
that are observable at commonly quoted intervals. Level 3 inputs are unobservable inputs for the asset
or liability that are typically based on an entity’s own assumptions, as there is little, if any, related
market activity. In instances where the determination of the fair value measurement is based on inputs
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from different levels of the fair value hierarchy, the level in the fair value hierarchy within which the
fair value measurement falls is based on the lowest level input that is significant to the fair value
measurement in its entirety. Our assessment of the significance of a particular input to the fair value
measurement in its entirety requires judgment and considers factors specific to the asset or liability.

In connection with our measurements of fair value related to many real estate assets,
noncontrolling interests and financial instruments, there are generally not available observable market
price inputs for substantially the same items. Accordingly, each of these are classified as Level 3, and
we make assumptlons and use various estimates and pricing models, including, but not limited to, the
estimated cash flows, discount and interest rates used to determine present values, market capitalization
rates, sales of comparable investments, rental rates, costs to lease properties, useful lives of the assets,
the cost of replacing certain assets, and equity valuations. These estimates are from the perspective of
market participants and will also be obtained from independent third-party appraisals. However, we are
responsible for the source and use of these estimates. A change in these estimates and assumptions
could be material to our results of operations and financial condition.

Financial Instruments Carried at Fair Value on a Recurring Basis

We currently use interest rate cap arrangements with financial institutions to manage our exposure
to interest rate changes for our loans that utilize floating interest rates. The fair value of these interest
rate caps are determined using Level 2 inputs as defined above. These 1nputs include quoted prices for
similar interest rate cap arrangements, including consideration of the remaining term, the current yield
curve, and interest rate volatility. Because our interest rate caps are on standard, ‘commercial terms
with national financial institutions, credit issues are not considered significant. As of December 31,
2012, we have $0.3 million of interest rate caps that are carried at fair value on a recurring basis. See
further discussion of these interest rate caps in Note 8, “Other Assets.”

As of December 31, 2011, we had no significant assets or liabilities measured at fair value on a
recurring basis. The followmg fair value hierarchy table presents information about our assets measured
at fair value on a recurring basis as of December 31, 2012 (in millions):

Balance Fair Value Loss for the
Sheet - ) as of Year Ended
Location Level1 Level 2. Level 3 December 31,2012 = December 31, 2012
Assets : ' ' ’
Interest rate caps . . . ... Other assets  $—  $0.3 $— $0.3 $(0.8)

Nonrecum‘hg Basis—PFair Value Adjustments

As discussed in Note 4, “Business Combinations,” in July 2012, we consolidated the Veritas
Property Entity and recognized a galn of $1.7 million related to the revaluation of our equity interest
for the difference between our carrying value in the unconsolidated real estate joint venture and the
fair value of our ownership interest prior to consolidation. The investment in unconsolidated real estate
joint venture was recorded at its fair value on July 31, 2012 based on the fair value of the investment’s
underlying assets and liabilities. Fair value of real estate was determined based on market capitalization
rates, comparable sales and forecasted operations which include estimates of rental rates, costs to lease,
and operating expenses. Fair value of the mortgage loan payable was determined based on market
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pricing, primarily market interest rates and other market terms as of July 31, 2012. All other assets and
liabilities were reviewed to determine their fair value based on applicable market factors. All of these
estimates were from the perspective of market participants. The nonrecurring fair value measurement
of the investment unconsolidated real estate joint venture related to the consolidation of the Veritas
Property Entity was considered a Level 3 input under the fair value hierarchy.

The following fair value hierarchy table presents information about our assets measured at fair
value on a nonrecurring basis during the year ended December 31, 2012 (in millions):

Total
For the Year Ended December 31, 2012 Level1 Level2 Level3 - Fair Value Gain (Loss)
Assets
Investment in unconsolidated real estate joint
venture:
Veritas Property Entity .................... $—  $—  $248  $248 $1.7

As discussed in Note 4, “Business Combinations,” in April 2011, we consolidated the Waterford
Place BHMP CO-JV and recognized a gain of $18.1 million related to the revaluation of our equity
interest for the difference between our carrying value in the unconsolidated real estate joint venture
and the fair value of our ownership interest prior to consolidation. The nonrecurring fair value -
measurement of the investment in and advance to unconsolidated real estate joint venture related to
the consolidation of Waterford Place BHMP CO-JV was considered a Level 3 input under the fair
value hierarchy. The fair value was substantially derived from the terms of the sale agreement, which
closed in May 2011. - '

Also as discussed in Note 4, “Business Combinations,” in December 2011, we consolidated 23
BHMP CO-JVs and MW CO-JVs and recognized a gain on revaluation of equity on business
combinations of $103.8 million. The investments in and advances to unconsolidated real estate joint
ventures were recorded at their fair value on December 1, 2011 based primarily on the fair value of the
investment’s underlying assets and liabilities. Fair value of real estate was determined based on market
capitalization rates, comparable sales and forecasted operations which include estimates of rental rates,
costs to lease, and operating expenses. Fair value of mortgage loan payables and notes receivable were
determined based on market pricing, primarily market interest rates and other market terms as of _
December 1, 2011. All other assets and liabilities were reviewed to determine their fair value based on
applicable market factors. All of these estimates are from the perspective of market participants.
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The following fair value hierarchy table presents information about our assets measured at fair
value on a nonrecurring basis during year ended December 31, 2011 (in millions):

For the Year Ended December 31, 2011 Level 1 Level 2 Level 3 FaiTrO:?allue Gain (Loss)
Assets
Investments in and advances to unconsolidated real
estate joint ventures: ' '
Waterford Place BHMP CO-IV ............. $— $— $276 $276 $ 18.1
Consolidated BHMP/MW CO-JVs ........... 389.7 389.7 103.8

$— £ $417.3  $417.3 $121.9

Financial Instruments Not Carried at Fair Value

Financial instruments held as of December 31, 2012 and 2011 and not measured at fair value on a
recurring basis include cash and cash equivalents, short-term investments, notes receivable, credit
facility payable and mortgage loans payable. With the exception of our credit facility payable and
mortgage loans payable, the financial statement carrying amounts of these items approximate their fair
values due to their short-term nature. Because the credit facility payable bears interest at a variable
rate and has a prepayment option, we believe its carrying amount approximates its fair value.

Estimated fair values for mortgage loans payable have been determined using market pricing for
similar mortgage loans payable, which are classified as Level 2 in the fair value hierarchy.
Carrying amounts and the related estimated fair value of our mortgage loans payable as of
December 31, 2012 and 2011 are as follows (in millions):

December 31, December 31,
T 2012 : 2011®

Carrying Fair Carrying Fair
~ Amount Value Amount Value

Mortgage loans payable . . ................ $979.6  $991.8  $930.3" $937.9

(a) Includes a $15.8 million mortgagé loan held for sale as of December 31; 2011.

16. Related Party Arrangements

We have no employees and are supported by related party service agreements. We are dependent
on our Advisor, our property manager, Behringer Harvard Multifamily Management Services, LLC
(“BHM Management”), and their affiliates for certain services that are essential to us, including, but
not limited to, investment and disposition decisions, asset management, financing, property
management and leasing services and other general administrative responsibilities. In the event that
these companies become unable to provide us with the respective services, we would be required to
obtain such services from other sources, potentially incurring one time transition costs and different
recurring administrative expenses.
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Certain of these services are provided through our advisory management agreement (the “Adv1sory
Management Agreement”), as it has been amended and restated. The Advisory Management
Agreement may be renewed for an unlimited number of successive one-year terms. The current term of
the Advisory Management Agreement expires on July 1, 2013. Our board of directors has a duty to
evaluate the performance of our Advisor annually before the parties can agree to renew the agreement.

Prior to the termination of our Initial Public Offering on September 2, 2011, we were required to
reimburse the Advisor for organization and offering expenses related to our Initial Public Offering of
shares (other than pursuant to a distribution reinvestment plan) and any organization and offering
expenses previously advanced by the Advisor related to a prior offering of shares to the extent not
previously reimbursed by us out of proceeds from the prior offering (“O&0O Reimbursement”). Our
obligation to reimburse the Advisor was capped at 1.5% of the gross proceeds of the completed Initial
Public Offering exclusive of proceeds from the DRIP. For the year ended December 31, 2011, we
reduced our O&O Reimbursement by $0.6 million to adjust the O&O Reimbursement to the actual
amount to be disbursed to our Advisor. For the year ended December 31, 2010, we incurred O&O
Reimbursement of approximately $6.5 million. As of December 31, 2011, our Advisor has incurred
expenses related to the Initial Public Offering totaling approximately $30.8 million, of which
approximately $8.9 million has not been recognized by us as offering costs in accordance with the
Advisory Management Agreement.

Behringer Securities LP (“Behringer Securities”), an affiliate of our Advisor, served as the dealer
manager for the Initial Public Offering and received selling commissions of up to 7% of gross offering
proceeds. Behringer Securities reallowed all selling commissions to participating broker-dealers. In
connection with the Initial Public Offering, up to 2.5% of gross proceeds were paid to Behringer
Securities as a dealer manager fee. Behringer Securities reallowed a portion of its dealer manager fee
to certain broker-dealers that participated in the Initial Public Offering. No selling commissions or =
dealer manager fees are payable on shares sold under our DRIP, and any DRIP offering expenses are
nominal.

Because our Initial Public Offering terminated on September 2, 2011, we did not sell any shares of
common stock in our Initial Public Offering during the year ended December 31, 2012. The following
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presents the components of our sale-of common stock, net related to our Initial Public Offering for the
years ended December 31, 2011 and 2010 (amounts in millions):

For the Year Ended
December 31,

Sale of common stock 2011 2010
Gross procéeds ..................................... $593.8 - $444.7
Less offering costs: ‘
O&O Reimbursement® .. .. ... .. ... .. .. .. 0.6 (6.5)
Dealer manager fees. . ........... ... .o0v... e (148)  (11.1)
Selling commissions . . ... ... A S (40.0) (29.7)
Total Offering COStS . .. .vvvvvvnnneannn. B L. (542 (413)

Sale of common stock, net . ......... R, ... $5396  $3974

(a) During the year ended December 31, 2011, we reduced our estimate of O&O
reimbursement by $0.6 million to adjust the O&O Reimbursement to the actual amount
due to our Advisor.

Our Advisor and its affiliates receive acquisition and advisory fees of 1.75% of (1) the contract
purchase price paid or allocated in respect of the development, construction or improvement of each
asset acquired directly by us, including any debt attributable to these assets, or (2) when we make an
investment indirectly through another entity, our pro rata share, based on our stated or back-end
ownership percentage, of the gross asset value of real estate investments held by that entity. Fees due
in connection with a development or improvements are based on amounts approved by our board of
directors and reconciled to actual amounts at the completion of the development or improvement. Our
Advisor and its affiliates also receive 1.75% of the funds advanced in respect of a loan or other
investment.

Our Advisor receives a non-accountable acquisition expense reimbursement in the amount of
0.25% of (1) the funds paid for purchasing an asset, including any debt attributable to the asset, plus
the funds budgeted for development, construction or improvement in the case of assets that we acquire
and intend to develop, construct or improve, and (2) funds advanced in respect of a loan or other
investment. We will also pay third parties, or reimburse the Advisor, for any investment-related
expenses due to third parties in the case of a completed investment, including, but not limited to, legal
fees and expenses, travel and communication expenses, costs of appraisals, accounting fees and
expenses, third-party brokerage or finder’s fees, title insurance, premium expenses and other closing
costs. In addition, to the extent our Advisor or its affiliates directly provide services formerly provided
or usually provided by third parties, including, without limitation, accounting services related to the
preparation of audits required by the SEC, property condition reports, title services, title insurance,
insurance brokerage or environmental services related to the preparation of environmental assessments
in connection with a completed investment, the direct employee costs and burden to our Advisor of
providing these services are acquisition expenses for which we reimburse our Advisor. In addition,
acquisition expenses for which we reimburse our Advisor include any payments made to (1) a
prospective seller of an asset, (2) an agent of a prospective seller of an asset, or (3) a party that has the
right to control the sale of an asset intended for investment by us that are not refundable and that are
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not ultimately applied against the purchase price for such asset. Exeept as described above with respect
to services customarily or previously provided by third parties, our Advisor is responsible for paying all
of the expenses it incurs associated with persons employed by the Advisor to the extent dedicated to
making investments for us, such as wages and benefits of the investment personnel. Our Advisor is also
responsible for paying all of the investment-related expenses that we or our Advisor incur that are due
to third parties or related to the additional services provided by our Adyisor as described above with
respect to investments we do not make, other than certain non-refundable payments made in
connection with any acquisition.

For the years ended December 31, 2012, 2011, and 2010, our:Advisor earned acquisition and
advisory fees, including the acquisition expense reimbursement, of approximately $7.3 million,
$4.8 million, and $11.2 million, respectively. For the years ended December 31, 2012, 2011, and 2010,
approximately $5.0 million, $1.1 million, and $3.2 million of these amounts, respectively, were
capitalized to investments in unconsolidated real estate joint ventures. As of December 31, 2012, $6. 1
million of acquisition and advisory fees related to developments including the acquisition expense
reimbursement, were subject to final reconcﬂlatlon to actual amounts as descrlbed above.

Our Advisor receives debt financing fees of 1% of the amount available to us under debt financing
which was originated, assumed or. refinanced by or for us. Our Advisor may. pay some or all of these
fees to third parties with whom it subcontracts to coordinate financing for us. For the years ended
December 31, 2012, 2011, and 2010, our Advisor has earned debt flnancmg fees of appr0x1mately $1.3
million, $2.3 million, and $2.6 million, respectively.

Our Adpvisor receives a monthly asset management fee for each real estate related asset held by us.
The amount of the fee is dependent upon our performance with respect to reaching a modified funds
from operations or MFFO coverage amount per quarter of $0.15 per share of our common stock
(equivalent to an annualized $0.60 per share). As modified, the asset management fee will be a
monthly fee equal to one-twelfth of the Applicable Asset Management Fee Percentage (“the AAMF
Percentage”) of the sum of the higher of the cost or value of our assets. Effective July 1, 2010, the
AAMF Percentage was 0. 50% (reduced from 0.75% prior to July 1, 2010). The percentage will increase
to 0.75% following two consecutive fiscal quarters during which Our ‘MFFO for each such fiscal quarter
equals or exceeds 80% of the MFFO coverage amount described above. Once the AAMF Percentage
has increased to 0.75%, it will not decrease during the term of the agreement, regardless of our MFFO
in any subsequent period. The percentage will increase further to 1.0% following two consecutive. fiscal
quarters during which our MFFO for each such fiscal quarter equals or exceeds 100% of such MFFO
coverage amount. Finally, the percentage will return to 0.75% upon the first day followmg the fiscal
quarter during which our Advisor has, since July 1, 2010, earned asset management fees equal to the
amount of asset management fees our Advisor would have earned if the AAMF Percentage had been
0.75% every day since July 1, 2010. In no event will our Advisor receive more than the asset
management fee at the annual 0.75% rate originally contracted for, but will be at risk for up to
one-third of those fees and incentivized to grow our MFFO. Since July 1, 2010, the AAMF Percentage
has been 0.50%.

For the years ended December 31, 2012, 2011, and 2010, our Advisor earned asset management
fees of approximately $6.6 million, $6.3 million, and $5.2 million, respectively.

We will pay a development fee to our Advisor in an amount that is usual and customary for
comparable services rendered to similar projects in the geographic market of the project; provided,
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however, we will not pay a development fee to an affiliate of our Advisor if our Advisor or any of its
affiliates elects to receive an acquisition and advisory fee based on the cost of such development. Our
Advisor has earned no development fees since our inception.

For multifamily communities with respect to which we have control over the selection of the
property manager and choose to hire BHM Management, property management services are provided
by BHM Management and its affiliates through a property management agreement (the “Property
Management Agreement”). In November 2012, the Property Management Agreement was amended to
extend the term of the Property Management Agreement to June 30, 2013. In addition, at any time
prior to June 30, 2013, we may terminate the Property Management Agreement with 60 days prior
written notice.

Property management fees are equal to 3.75% of gross revenues. In the event that we contract
directly with a non-affiliated third party property manager in respect to a property, we pay BHM
Management or its affiliates an oversight fee équal to 0.5% of gross rental revenues of the property
managed. In no event will we pay both a property management fee and an oversight fee to BHM
Management or its affiliates with respect to a particular property. We reimburse the costs and expenses
incurred by BHM Management on our behalf, including the wages and salaries and other employee-
related expenses of all on-site employees of BHM Management and other out-of-pocket expenses that
are directly related to the management of specific properties.

For the years ended December 31, 2012, 2011 and 2010, BHM Management or its affiliates earned
property management fees, net of expenses to third party property managers but including
reimbursements to BHM Management, of $21.3 million, $8.5 million and $0.9 million, respectively.

As part of our reimbursement of administrative expenses, we reimburse our Advisor for any direct
expenses and costs of salaries and benefits of persons employed by our Advisor performing advisory
services for us, provided, however, that we will not reimburse our Advisor for personnel employment
costs incurred by our Advisor in performing services under the Advisory Management Agreement to
the extent that the employees perform services for which the Advisor receives a separate fee other than
with respect to acquisition services formerly provided or usually provided by third parties. We also do
not reimburse our Advisor for the salary or other compensation of our executive officers.

For the years ended December 31, 2012, 2011, and 2010, our Advisor was reimbursed
approximately $1.8 million, $1.9 million, and $2.2 million, respectively.

As of December 31, 2012 and 2011, our payables to our Advisor and its affiliates were $1.4 million
and $1.0 million, respectively.
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17. Supplemental Disclosures of Cash Flow Information
Supplemental cash flow information is summarized below (amounts in millions):

For the Year Ended
December 31,

_ _ 2012 2011 2010
Supplemental disclosure of cash flow information:
Interest paid, net of amounts capitalized of $2.5 million, $0.1 million, I o
and $1.1 million in 2012, 2011, and 2010, respectively . ........... L $329 $..102 $42
Non-cash investing and financing activities:
Acquisition of controlling interests in business combinations with no.

consideration paid: : . ' C

Assets acquired. . . ..o e $(38.1) $(1,511.6) $ —

Liabilities assumed . ............ e $373 $ 7467 $§ —

Noncontrolling interests . . ... ......ouuuveuee e nnneennn $ 1.0 $ 3590 $ —
Mortgage loan payable assumed by purchaser of asset held for sale. . ... $(158) $ (584) § —
Note receivable cancelled in connection with acquisition of real estate ... $§ 59 § — § —
Charge to additional paid-in capital in connection with an acquisition of -

a noncontrolling interest in excess of cash consideration ........... $ 26 $ — $ —
Conversion of debt investment into an equity investment . ... ... oo 8 — 8 (46) $ —
Assumption of mortgage note payable .. ............... e $§ —°$ 215 $26.8
Stock issued pursuant toour DRIP . ... ................. e $350 $ 414 $26.6
Distributions payable—regular ................c.0covevvaann... $ 48 § 84 $52
Accrued other investing . ... .......... 'ttt $ 80 $ — $ —
Accrued offering costs and dealer-manager fées . ... ... .. . .. .. ... 8 — $ (06) $28

18. Subsequent Events

We have reviewed subsequent events through March 1, 2013 and noted no subséquént events that
would require an adjustment to the consohdated financial statements or addltlonal disclosures, other
than the ones disclosed herein. : :

Distributions Paid

On January 2, 2013, we paid total distributions of approximately $5.0 million, of which $2.3 million
was cash distributions and $2.7 million was funded by issuing shares pursuant to our DRIP, relating to
distributions declared each day in the month of December 2012,

On February 1, 2013, we paid total distributions of approximately $5.0 million, of which $2.4
million was cash distributions and $2.6 million was funded by issuing shares pursuant to our DRIP,
relating to distributions declared each day in the month of January 2013,

On February 28, 2013, we paid total distributions of approximately $4.5 million, of which $2.1
million was cash distributions and $2.4 million was funded by issuing shares pursuant to our DRIP,
relating to distributions declared each day in the month of February 2013. :
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Behringer Harvard Multifamily REIT 1, Inc.
Notes to Consolidated Financial Statements (Continued)

19. Quarterly Results (unaudited)

Presented below is a summary of the unaudited quarterly consolidated financial information for
the years ended December 31, 2012 and 2011 (amounts in thousands, except per share data):

2012 Quarters Ended
March 31 June 30 September 30  December 31

Rental TEVENUES . o vt v v oottt ie oo i aannn $ 43,940 §$ 46,207 $ 48,661 $ 49,755
Income (loss) from continuing operations. . ........ $(17,345) $(17,496) § (5,253) $ (3,751)
Net income (loss) attributable to common

SEOCKROLAELS .+« v e v e oo e e et $ 4445 $(11,269) $ (3921) $ (1,769)
Basic and diluted weighted average shares outstanding 164,453 = 165,571 166,417 167,257
Basic and diluted income (loss) per share.......... $ 003 §$§ (007) $ (002) §$ (0.01)

2011 Quarters Ended
March 31 June 30 September 30  December 31

Rental TEVENUES . . ..ot vt vi i e $ 11,439 $ 13,987 § 16,549 .§ 25,473
Income (loss) from continuing operations. ... ...... $ (5.827) $ 6,093 $ (6807) $100,460
Net income (loss) attributable to common : ;
stockholders ............... ... . ... e e $ (5,757) $ 6,628 $ (6,064) $103,825
Basic and diluted weighted average shares outstanding 107,486 123,397 155,931 164,806
Basic and diluted income (loss) per share.......... $ (005 $§ 005 $ (004 $ 063

In March 2012, we sold Mariposa and recorded a gain on sale of real estate of $13.3 million. For
further discussion, see Note 5, “Real Estate Investments.” ‘

In December 2011, we sold joint venture interests in six multifamily communities and recognized a
gain on the sale of partial interests of $5.7 million. Additionally, we consolidated all of our ownership
interests in the BHMP CO-JVs and MW CO-JVs and recognized a gain on revaluation of equity on
business combinations of $103.8 million. For further discussion, see Note 4, “Business Combinations.”

In April 2011, we consolidated our 55% ownership interest in the Waterford Place BHMP CO-IV
and recognized a gain on revaluation of equity on a business combination of $18.1 million. For further
discussion, see Note 4, “Business Combinations.”
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Behringer Harvard Multifamily REIT 1, Inc.
Valuation and Qualifying Accounts
Schedule II
December 31, 2012
(in thousands)

Balance at Chai‘ged to Charged to

Balance at
Beginning  Costs and Other End
Year ended ‘ of Year Expenses Accounts Deductions of Year
December 31,2012 . .. ... ... ........... $184 - $691 $— $682 $193
December 31,2011 .................... $152 $368 $— $336 $184
December 31,2010 . ..........coouuu... $ 54 $487 $— $389 $152
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Property Name

4550 Cherry Creek®© . . .
55 Hundred®
7166 at Belmar(®
Acacia on Santa Rosa
Creek . ..........
Acappella . . . .......
Allegro
Argenta
Bailey’s Crossing® . . . .
Briar Forest Lofts© . . .
Burnham Pointe . . . . ..
Burrough’s Mill©®
Calypso Apartments and
Lofts©
The Cameron®
Cyan/PDX©
The District Universal
Boulevard©
Eclipse©
Fitzhugh Urban Flats©
Forty55 Lofts®
The Gallery at NoHo
Commons
Grand Reserve
Grand Reserve Orange
Halstead®
The Lofts at Park Crest .
Pembroke Woods
Renaissance®
The Reserve at John's
Creek Walk©
The Reserve at LaVista
Walk
San Sebastian®©
Satori®©
Skye 2905©) . . .. ... ..
Stone Gate
Tupelo Alley®
Uptown Post Oak . . . ..
The Venue®
Veritas®
West Village

Behringer Harvard Multifamily REIT I, Inc.
Real Estate and Accumulated Depreciation

‘Schedule III
December 31, 2012

(in thousands)

Gross

Initial Cost . Costs CAmpunt
g arried at Year of
Buildings and to Acquisition/ December 31, Accumulated Completion/

Location Land = Improvements Construction 2012 Depreciation®™  Acquisition  Encumbrances®
Denver, CO $ 7910 $§ 70,184 $ 229 $ 78,323 $ 3,686 2004/2011 $ 28,600
Arlington, VA 13,196 67,515 (10) 80,701 3,461 2010/2011 41,750
Lakewood, CO 3,385 52,298 1,053 56,736 2,663  2008/2011 22,825
Santa Rosa, CA 8,100 29,512 900 38,512 4,177 . 2003/2010 24,997
San Bruno, CA 8,000 46,973 193 55,166 4,905 2010/2010 30,250
Addison, TX 3,000 40,658 903 44,561 3,820  2010/2010 24,000
San Franciso, CA 11,100 81,624 1,025 93,749 5,823 2008/2011 51,000
Alexandria, VA 22,214 108,145 — 130,359 5,538  2010/2011 76,000
Houston, TX 4,623 40,155 84 44,862 2,091  2008/2011 21,000
Chicago, IL 10,400 75,960 1,479 87,839 6,570  2008/2010 4,051
Cherry Hill, NJ 10,075 51,869 144 62,088 3,065 2004/2011 25,601
Irvine, CA 13,902 42,730 98 56,730 2,204  2008/2011 24,000
Silver Spring, MD 25,191 77,737 189 103,117 3,842  2010/2011 65,453
Portland, OR 6,164 74,832 458 81,454 3,968  2009/2011 33,000
Orlando, FL 5,161 57,448 388 62,997 2,888  2009/2011 37,500
Houston, TX 6,927 44,078 25 51,030 2,464  2009/2011 20,845

. Dallas, TX 9,394 48,884 207 58,485 2,648  2009/2011 28,000
Marina del Rey, CA 11,382 68,966 110 80,458 3,575 2010/2011 25,500
Los Angeles, CA 28,700 78,309 933 107,942 11,860  2008/2009 51,300
Dallas, TX 2,980 29,231 (915) 31,296 1,075  2009/2012 21,000

. Orange, CT 4,600 20,602 417 25,619 3,092  2005/2009 1,181
Houston, TX 6,913 26,223 157 33,293 1,572 2004/2011 15,675
McLean, VA . 49,737 124 49,861 5,897  2008/2011 46,277
Pembroke, MA 11,520 29,807 453 41,780 889  2006/2012 —
Concord, CA 5,786 33,660 550 39,996 1,605  2008/2011 —
Johns Creek, GA 3,139 26,279 299 29,717 1,468  2006/2011 23,000
Atlanta, GA 4,530 34,159 636 39,325 3,502  2008/2010 1,813
Laguna Woods, CA 7,841 29,037 67 36,945 1,781  2010/2011 —
Fort Lauderdale, FL 8,223 75,126 168 83,517 3,944  2010/2011 51,000
Denver, CO 13,831 87,491 (322) 101,000 4,325  2010/2011 56,100
Marlborough, MA 8,300 54,634 1,117 64,051 3,752 2007/2011 36,107
Portland, OR 6,348 33,317 82 39,747 1,705 2009/2011 19,250
Houston, TX 23,340 40,010 716 64,066 4,717  2008/2010 2,954
Clark County, NV 1,520 24,249 20 25,789 1,299  2009/2011 10,500
Henderson, NV 4,950 55,607 26 60,583 1,221  2011/2012 37,233
Mansfield, MA 5,301 30,068 366 35,735 2,268  2008/2011 21,222

$327,946 $1,837,114 $12,369 $2,177,429 $123,360 $978,984

@
(b)

Each of our properties has a depreciable life of 25 to 35 years. Improvements have depreciable lives ranging from 3 to 15 years.

Encumbrances include mortgage loans and our credit facility which had an outstanding balance of $10.0 million as of

December 31, 2012. The credit facility is collateralized by the following properties: Burnham Pointe, The Reserve at La Vista
Walk, Grand Reserve Orange, and Uptown Post Oak. The credit facility balance was allocated to each property based upon its
relative gross real estate amount carried at December 31, 2012. Encumbrances related to mortgage loans excludes the

$10.6 million of unamortized adjustment from business combinations as of December 31, 2012.

©

at time of consolidation. Year acquired is reflected as 2011, the year the property was consolidated.

(d)

time of consolidation. Year acquired is reflected as 2012, the year the property was consolidated.
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Property is owned through a co-investment venture and was consolidated in December 2011. Initial cost is the initial cost recorded

Property is owned through a co-investment venture and was consolidated in July 2012. Initial cost is the initial cost recorded at



A summary of activity for real estate and accumulated depreciation for the years ended December 31,
2012, 2011 and 2010 is as follows (in thousands):

For the Year Ended
December 31,

2012 2011 2010
Real Estate:
Balance at beginning of year . ............. ... .. ... $2,066,099 $ 537,026 $160,463
Additions: _ ; s

Acquisitions and/or consolidation of joint ventures. ....... 140,069 1,637,647 376,563
Deductions: : : :

Sale of real estate Property . ............ooeieeion.. (28,739)  (108,574) —
Balance atend of year . ............. . ... .. $2,177,429 $2,066,099 $537,026
Accumulated Depreciation:

Balance at beginning of year . .. .......... ... .. ... ... $ 42123 $ 13941 §$ 1,484
Depreciation expense® .. ... ... L oo 83,909 28,182 12,457
Deductions . . . ..o ittt e e e (2,672) — —
Balance atend of year ............ ... . .., $ 123360 $ 42,123 $ 13,941

(a) Depreciation expense for the years ended December 31, 2011 and 2010 includes depreciation
expense related to the property classified as held for sale as of December 31, 2011.
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Mortgage Loans on Real Estate
Schedule IV
December 31, 2012

(in thousands)

Principal Amount
Carrying of Loans Subject
Face  Amount to Delinquent

Interest Maturity ) Prior Amount of Principal or
Description Rate Date Periodic Payment Terms Liens of Note Note® Interest
Mezzanine note . . 14.0% April 2014  Principal and interest at maturity N/A $10,525-$ 9,877 $—
Mezzanine note . . 14.5% December 2015 Principal and interest at maturity N/A 22,712 21,283 —
Land loan . ... .. 10.0% April 2013 Principal and interest at maturity N/A 4,880 4,880 =
$38,117 $36,040 $—

(a) Differences between the face amount and the carrying amount of the notes are discounts recorded in
connection with the business combination and capitalized acquisition costs, including unearned fee
income. '

Reconciliation of the Carrying Amount of Mortgage Loans (in thousands):

Balance at January 1,2010 ........................ e $ 2412
Additions during 2010: : o
Accrued interest ........ e e e e e e e e e e 221

Deductions during 2010:
Collections of principal .. ......... . —

Balance at December 31,2010 . .. ... .................. e e 2,633
Additions during 2011:

New mortgage 10ans® . . .. .. ... .. e 22,148

Mortgage loan from business combination . . .. ....... . ... o i e 3,000

Accrued INteTeSt . . . .. vt e e e 333

Capitalized acquiSItion COSES . . . ... .. it e 384
Deductions during 2011:

Note receivable converted into equity investment® ... ....................... (3,960)

Amortization of acquiSition COStS . . ... ... i e (187)
Balance at December 31, 2011 . . . ... ... ... .. .. e 24,351
Additions during 2012: “

New mortgage loans, including advances under mezzanine loans .. .. ............. 37,789

Capitalized acquisition costs, net of unearned fee income . . .................... (61)
Deductions during 2012:

Note receivable converted into equity investment® ... ....................... (5,926)

Collections of principal and loan payoffs . . ... ... .. . . . i (19,760)

Amortization of acquisition costs and fee income . ........... ... . .. (353)
Balance at December 31, 2012 . . . ... .. ... e $ 36,040

(a) Includes a $3.96 million note receivable which was converted into an equity investment in
December 2011. The note receivable accrued interest at an annual rate of 12%.

(b) Includes a $5.9 million note receivable which was converted into an equity investment in February
2012. The note receivable accrued interest at an annual rate of 10%.

ok skook ok
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EXHIBIT INDEX

Exhibit i
Number Description
3.1 Articles of Restatement, incorporated by reference to Exhibit 3.1.2 to the Company s
Form 8-K filed on September 8, 2008
3.2 Fourth Amended and Restated Bylaws, mcorporated by reference to Exhibit-3.2 to the
Company’s Form 8-K filed on March 1, 2010 / .
4.1 Third Amended and Restated Distribution Reinvestment Plan, incorporated by reference to
Exhibit 4.4 to the Company’s Form 10-K filed on March 29, 2012
42  Second Amended and Restated Share Redemption Program incorporated by reference to
Exhibit 4.5 to the Company’s Form 10-K filed on March 29, 2012
43  Statement regarding Restrictions on Transferabﬂlty of Shares of Common Stock incorporated
by reference to Exhibit 4.5 to the Company’s Registration Statement on Form S-11/A filed on
May 9, 2008
4.4* Third Amended and Restated Share Redemption Program
10.1  Letter Agreement, dated March 19, 2012, between Behringer Harvard Multifamily
REIT I, Inc. and Behringer Harvard Multifamily Advisors I, LLC, incorporated by reference
to Exhibit 10.9 to the Company’s Form 10-K filed on March 29, 2012
10.2  Letter Agreement, dated May 8, 2012, between Behringer Harvard Multifamily REIT I, Inc.
and Behringer Harvard Multifamily Advisors I, LLC, incorporated by reference to Exhibit 10.2
to the Company’s Form 10-Q filed on May 11, 2012
10.3  Letter Agreement, dated August 7, 2012, between Behringer Harvard Multifamrly REIT. 1, Inc.
and Behringer Harvard Multifamily Advisors I, LLC, incorporated by reference to Exhibit 10.2
to the Company’s Form 10-Q filed on August 10, 2012
104 Letter Agreement, dated November 6, 2012, between Behringer Harvard Multifamily
REIT I, Inc. and Behringer Harvard Multifamily Advisors I, LLC, incorporated by reference
to Exh1b1t 10.2 to the Company’s Form 10-Q filed on November 9, 2012
10.5  First Amendment to Amended and Restated Property Managernent Agreement, dated
November 6, 2012 and effective November 22, 2012 between Behringer Harvard Multifamily
REIT I, Inc., Behringer Harvard Multifamily OP I LP and Behringer Harvard Multifamily
Management Services, LLC, incorporated by reference to Exhibit 10.3 to the Company s
Form 10-Q filed on November 9, 2012
10.6* Letter Agreement, dated February 22, 2013, between Behringer Harvard Multifamily
REIT I, Inc. and Behringer Harvard Multifamily Advisors I, LLC
21.1* Subsidiaries of the Company
23.1* Consent of Deloitte & Touche LLP
31.1* Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002 &
31.2% Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002
32.1* Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18
U.S.C. 1350, as created by Section 906 of the Sarbanes-Oxley Act of 2002**
99.1  Second Amended and Restated Policy for Estimation of Common Stock Value, incorporated

by reference to Exhibit 99.1 to the Company’s Form 10-K filed on March 29, 2012



Exhibit .
Number Description

99.2* Letter to Stockholders

101* The following information from the Company’s Annual Report on Form 10-K for the year
ended December 31, 2012, formatted in XBRL (eXtensible Business Reporting Language):
(i) Consolidated Balance Sheets; (ii) Consolidated Statements of Operations;
(iii) Consolidated Statements of Stockholders’ Equity and (iv) ‘Consolidated Statements of
Cash Flows

*  Filed or furnished herewith

*3k

In accordance with Item 601(b)(32) of Regulation S-K, this Exhibit is not deemed “filed” for
purposes of Section 18 of the Exchange Act or otherwise subject to the liabilities of that section.
Such certifications will not be deemed incorporated by reference into any filing under the
Securities Act or the Exchange Act, except to the extent that the registrant specifically incorporates
it by reference. o



Annual Report Disclosures Required by Charter
Total Operating Expenses

In accordance with the Statemént of Policy Regardmg Real Estate Investment Trusts
published by the North American Secutities Administrators Associations, also known as the
NASAA REIT Guidelines, our charter requites that we monitor our “total operating
expenses” quarterly on a trailing twelve-month basis and report to our stockholders annually
our total operating expenses stated as a percentage of “average invested assets” and “net’
income,” as such terms are defined in our charter. For the year ended December 31, 2012,
our total operating expenses stated as a percentage of average invested assets was
approximately 0.77% and the ratio of our total operating expenses to net income was
approximately 25.71%. :

Cost of Raising Capital

In accordance with the NASAA REIT Guidelines, our charter requires that we repott to our
stockholders annually the ratio of costs of raising capital ‘during the year to the capital
raised. For the year ended December 31, 2012, we raised total capital of approximately
$39.7 million in capital through our distribution reinvestment plan. For the year ended
December 31, 2012, the costs of raising capital under our distribution reinvestment plan
were negligible.



Report of Independent Directors

As Independent Directors of Behringer Harvard Multifamily REIT I, Inc. (the “Company”), we have reviewed the
policies being followed by the Company and believe they are in the best interests of its stockholders. These policies
include policies with respect to investments, borrowings, dispositions and distributions.

Investment Policies. Our investment policies are designed in order that the Company may make investments that are
suitable for it. The Company seeks to make investments in existing or to be built high quality multifamily communities,
whether through equity or loan investments, though it reserves the right to acquire other types of properties and real
estate-related assets. When making investment determinations, the Company follows a rigorous set of acquisition
criteria and closing conditions and reviews other required documentation. These criteria are designed to assess and
manage investment risks and support the Company’s bases for making 1nvestment decisions in the best interests of the
Company’s stockholders.

Borrowing Policies. There is no limitation on the amount the Company may invest in any s1ng1e property or other asset
or on the amount the Company can borrow for the purchase of any individual property or other investment. Under the
Company’s charter, the maximum amount of its indebtedness shall not exceed 300% of the Company’s “net assets” (as
defined by the NASAA REIT Guidelines) as of the date of any borrowing; however, the Company may exceed that
limit if approved by a majority of us. In addition to the Company’s charter limitation and indebtedness target, the
Company’s board has adopted a policy to limit the Company’s aggregate borrowings to approximately 75% of the
aggregate value of its assets, unless substantial justification exists that borrowing a greater amount is in the Company’s
best interests. The Company’s policy limitation, however, does not apply to individual real estate assets and will only
apply once the Company has ceased raising capital and invested substantially all of its capital. As a result, the
Company may borrow more than 75% of the contract purchase price of a particular real estate asset the Company may
acquire, to the extent the board of directors determines that borrowing these amounts is prudent. Following the
investment of the proceeds raised in the Company’s primary offering terminated in September 2011 and the completion
of the financing of the Company’s assets, we will seek a long-term leverage ratio of approximately 50% to 60% of the
aggregate value of our assets. The Company’s board of directors reviews the Company’s aggregate borrowings at least
quarterly. We believe that these borrowing hmltatlons reduce risk of loss and are in the best interests of the Company’s
stockholders.

Disposition Policies. As each of the Company’s investments reaches what the:Company believes to be the asset’s
optimum value during the Company’s expected life, the Company will consider disposing of the investment and may do
so for the purpose of either distributing the net sale proceeds to the Company’s stockholders or investing the proceeds in
other assets that the Company believes may produce a higher overall future return to the Company’s investors. The
Company anticipates most investment disposition typically would occur during the period from four to six years after
termination of the Company’s initial public primary offering, which termination occurred on September 2, 2011.
However, the Company may sell a particular property or other asset before or after this anticipated holding period if, in
the judgment of the Company’s advisor and its board of directors, selling or holding the asset is in the Company’s best
interest. We believe that this anticipated hold period is in keeping with our stockholders’ expectations with respect to
the targeted life of the program; however, it is in the best interests of the stockholders to preserve flexibility in the
timing of dispositions in order to maximize stockholder returns.

Distribution Policies. Distributions are authorized at the discretion of the Company’s board of directors, based on the
Company’s analysis of its earnings, cash flow, anticipated cash flow, capital expenditure requirements and general
financial condition. The board’s discretion will be influenced by its obligation to cause the Company to comply with
the REIT requirements. Because the Company receives income from interest or rents at various times during its fiscal
year and it may take a prolonged period for certain investments, such as developments to stabilize, distributions may not
reflect the Company’s income earned in that particular distribution period but may be paid in anticipation of cash flow
that the Company expects to receive during a later period or of receiving funds in an attempt to make distributions
relatively uniform. Moreover, distributions may exceed (as they have to date) net cash flow from operating activities if
the board believes that the distributions will be covered by future net cash flow. Many of the factors that can affect the
availability and timing of cash distributions to stockholders are beyond the Company’s control, and a change in any one
factor could adversely affect the Company’s ability to pay future distributions. There can be no assurance that future
cash flow will support distributions at the rate that such distributions have previously been paid or at all. We believe
that our distribution policies are in the best interests of our stockholders because they are in keeping with investors’
desire for current income. o '



Related Party Transactions. We have reviewed.the material transactions between the Company’s advisor, its affiliates
and the Company during 2012 and outlined in Note 16 to the Consolidated Financial Statements. In our opinion, the
related party transactions are fair and reasonable to the Company and its stockholders.
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Officers and Directors

Our Management Team

Behringer Harvard Multifamily REIT I, Inc. is managed by a seasoned,
cohesive team of real estate and investment professionals with expertise
in deal structure, finance, acquisition, management, and disposition.

Board of Directors and Executive Officers

Robert S. Aisner Daniel J. Rosenberg
Chief Executive Officer and Director Senior Vice President—Legal, General Counsel

Robert J. Chapman and Secretary

President Howard S. Garfield
Mark T. Alfieri Chief Financial Officer, Chief Accounting Officer

Chief Operating Officer and Treasurer

M. Jason Mattox
Executive Vice President

Independent Directors

Sami S. Abbasi Jonathan L. Kempner
Chief Executive Officer and Director-American President—Tiger 21, LLC

Pathology Partners, Inc. E. Alan Patton

Roger D. Bowler Senior Managing Director-Hines Interests
Former Executive Vice President-Embrey Partners, Lid.  Limited Partnership

Other Key Personnel

Andrew J. Bruce'™ Ross P. Odland™

Senior Vice President—-Capital Markets Senior Vice Presideni—Portfolio Management
Robert T. Poynter™ James A. Fadley™”

Senior Vice President Senior Vice President

Margaret M. “Peggy” Daly’
Senior Vice President—Property Management

Burnham Pointe
in Chicago, Hllinois

"Behringer Harvard Multifamily Advisors I, LLC
"Behringer Harvard Multifamily Management Services, LLC

E-Communications
Go paperless with electronic delivery. Sign up at behringerharvard.com to switch from paper
mailings and view your quarterly statements, tax forms, and other investor communications online.

Safe Harbor
This report contains forward-looking statements. Please refer to the enclosed Annual Report on
Form 10-K for additional information and qualifications regarding forward-looking statements.
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